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THE OUTLOOK FOR THE SOUTH DAKOTA
ECONOMY

MONDAY, FEBRUARY 11, 1985

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON AGRICULTURE AND TRANSPORTATION
OF THE JOINT EcoNomic COMMITTEE,
Washington, DC:

The subcommittee met, pursuant to notice, at 10 a.m., in Free-
qaéairlx; SD, Hon. James Abdner (chairman of the subcommittee) pre-
siding.

Present: Senator Abdnor.

Also present: Dale Jahr, professional staff member.

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN

Senator ABDNOR. The subcommittee meeting wili come to order. I
am very pleased to see this large turnout and interest in the hear-
ing we are holding. This is a pleasure to welcome you all to this
kickoff meeting of our rural initiative program that we will be car-
rying on for over 1% years. I see we still have people coming in,
and that is what we like to see. To my right and your left is our
economist, Dale Jahr, who is a very important figure on the Joint
Economic Committee. He does a lot of our background work and
puts our plans tugether. Dale is a young man from Scuth Dakota
who hails from Madison. I took him away from the University of
South Dakota and brought him in so we would have somebody on
that committee that knows something about South Dakota. You
will be hearing from Dale as our meeting goes along.

I want to specially welcome Rod Janzen, Principal of the Free-
man Academy. He has a group of students here today and I
couldn’t think of a group I would rather see here than some young
people who we hope are going to be in South Dakota for a long
time to come. I wish I had time to pick their minds, because believe
me I have learned that young people do have thoughts and they
are good, hopefully [ will have the time to do that as we go along.

Let me begin by noting that this large turnout does represent
both good news and bad news in my mind. It is bad in that I doubt
that this many of you would be here if economic conditions were
not so depressed here in South Dakota and other States throughout
the midwest. I think it is very good news, though, that so many
people, several of you I know come from quite some far away, have
shown a willingness to take part in this effort to bring the same
economic recovery w America’s rural areas that other parts of the
country have experienced.
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All of you have ideas that deserve to be heard and that is why I
ha:lf brougg:: %h'gv Jo};lixt Ecoz;lomic Cohr:mitteehaheretoto Freseman to
make sure that Washington hears what you have to say. peaking
of Freeman, I do want to give specml tﬁanks to the Cornerstone
Restaurant for providing today’s accommodations. I wanted to
Legin this rural revitalization effort right here in Freeman because
it is one of South Dakota’s most. progressive small communities.
The resourcefulness and the energy embodied in this town are
qualities we will need as we move ahead in these difficult times.

The mission we are inning today is one of historic propor-
tions. The United States 1s in the strongest economic recovery in
three decades, we are in the midst of it, but unfortunately not all
Americans share in that prosperity. American agriculture and
America’s rural areas as we-know all too well, are in the midst of
the worst recession since the 1930’s. In Washington I frequently
refer to our rurai area: as the forgotten economy. In my role as
vice chairman of the Joiit Economic Committee, where I will be
overseeing national and :-ural economic issues, my primary and
number one task is to put agriculture back on the economic map.

When I first joined the Joint Economic Committee, I watched the
brightest, the most acclaimed economic experts in the world come
to ify, peogle like Walter Heller, Alan Gree , and all the
rest of them, but not one of them would mention the word agricul-
ture. In fact, just this year the President’s annual economic report
was just released and we had just cne page devoted to the crisis
facing rural America. I can assure you, ladies and gentlemen, those
days are over as far as I am concerned. As a Republican leader of
that committee, I can guarantee you that not one single witness,
whether it is Jim Baker, David Stockman, or Paul Volcker or
anyone else who will come before the committee, will not be asked
how agriculture and rural America affects and is affected by the
U.S. economy. We have a strong story to tell here in this part of
the country and Washington, DC has a lot to learn about it. M
role and yours will be to make sure our story gets told and the pol-
ibo in our Nation’s capital ‘isten, learn, and do something
about it.

President Reagan has heard a lot from me already, and he is
gning to hear more from me. I am goi.nikto be meeting with the
department h.ads of the administration like David Stockman and
Mr. Volcker at the National Reserve Board, and when they hear
what we will huve to say then we will have taken a big step for-
ward, a step that is long overdue and it will be a long time renewal
of our home towns and revitalization of our rural sector. It is going
to be a tough job aud we are going to have to roll up our sleeves,
and that is exactly why I have asked you to join my rural economic
task force so that together as a group we can work to overcome the
difficult circumstances facing us. You know as well as I what those
problems are, but just allow me to list a few.

I know our principal issue is aﬁriculture, but today in our kickoff
meeting we are discussing the whole spectrum of rural America, of
course everything does revolve around :i-vculture, our main
streets, our schools and all, but these are the things we want to
cover. It is an understatement to say that agriculture is in trouble.
I know that and certainly you know it. American farmers are com-
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peting in a global setting. They are trying to beat French subsidies
and ive Argentines, Australians, and Canadians. The
strength of the U.S. dollar has hurt us badly in that competition.
As our family farms and independent producers go under, 30 go our
small businesses and our communities.

Large scale agrifactories tend to reduce the demand for lapor and,
subsequently, the demand for the goods and services provided by our
main street merchants. Rural population is not growing as rapidly as
urban. In fact, 800 counties—one-fourth of all the counties in the
United States—lost population since 1980. Next, de tion has
taken is toll on rural America. While most of the Nation's population
hasbenefited from deregulation, you and I know how it hashurt here in
rural America. We just do not have enough competition in our
industries such as airlines, buses, railroads, trucking, ing, and
telecommunications to ensure that services we need get delivered.
Believe me this has been a very serious problem and I said exactly that
when they started on this deregulation program. Again the metropoli-
:_an a:::as of the country benefit, but we out in rural America suffer
rom it. -

The American economy is a rapidly changing one, it constan
changes, and rural America hasnot eFt pace with those chany,. 5. N Sv{
technologies must continualiy be developed and applied to help us stay
in the forefront of economic change. Sixth, without question, the most
important problem taking place in Washi n as it affects farmers,
business, and everyone else is the Federal deficit.

We have a national debt of $1% trillion and we can not continue
to absorb that. We haven’t a choice but to learn how to do better
with less. Now all'of these difficulties merge together to form one
very basic problem in our State and the neighboring States—and
that is simply a lack of confidence in rural America. I picked up
the Sioux Falls Argus Leader yesterday to read this headline:
“Fear That Won’t Fade Grips Midwest Farmers.” That is the
bottom line of everything we are talking about.

There is no confidence out here and things must improve if we
are going to, and we have to have action to bring this about and
get us out of this recession. I left no stone unturned last week
when I had Mr. Volcker in front of me and I told him that the
most single important thing, along with the high interest rates,
was the lack of confidence I am seeing take place out in rural
America. Everyone is scared, everyone is concerned, and I think
this leads to many of our problems. We have to be honest. If some
answers don’t develop soon, it is going to be tough to turn this
around. Those answers are not going to come from Washington,
they are going to start here at the grass roots level with all of you
who live with these economic problems duy after day.

Today we are goilig to begin putting out minds together to come
up with solutions, recommendations, and good ideas on how to im-
prove the South Dakota economy and our way of life. Now uhis
hearing is going to be the blueprint for a national aﬁfsnda on im-
proving the state of rural America. To compose this blueprint
today we are going to be moving into the following topics: An as-
sessment of the South Dakota communities, small business, and
more specifically agriculture; economic development; the rural
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laber force; the rural financial resources; transportacion end public
works; education; health care, and technology for rural areas.

As we zgflore these areas, let’s keep in mind the.resources we
have to deal with as we address the issues. We have private sector
resources, we can talk about neighborhood self-help and volunteer
programs, churches, and education, and we have a variety of state-
wide and national organizations, small businesses and large busi-
nesses and, of course, we should talk about what roll our local
county, State and Federal Government should play. In short, we
have a lot of talent and resources going for us. Let’s disctiss how we
can use these to maximize our opportunity, not to minimize our
problems. So once again let me thank you for attending today.

The fact that you are here is testimony to a State that responds
to its problems with character and courage and by fighting back
rather than knuckling under. It is those areas that make South

Dakota the place where this rural revitalization effort should:

begin, and this is our kickoff, this is just going to be one of many
meetings. Some throughout the United States, most of them in
Washington, DC of every group we can think of we will be bringing

in,

So with that, before we start the first witness I am going to have
Dale Jahr set out some ground rules and make a general statement
here. We have three witnesses we have asked particularly to be
here for our kickoff before we go into the general witnesses. I am
sorry I guess we should call on these individuals who volunteered
last fall to begin gathering information for the hearing we have as-
sembled today. I assure you this is something we did not put to-
gether just overnight. We have had our people working on it for a
long time. They have already dedicated numerous hours in prepar-
ing for this National Rural Issues Initiative. .

I huve Mr. Jerry Johpson, director of the Business Research
Bureau of the University of South Dakota; Mark Edelman, who is
the Public Policy Economist at South Dakota State University; and
Russell Smith, who is director of the Governmental Research
Bureau at the University of South Dakota. That is why I have
asked each of them to share a few of their observations here this
morning in our kickoff. Jerry Johnson will discuss the South
Dakota economy. Jerry, we thank you for coming here today if you
will please come forward.

STATEMENT OF JERRY W. JOHNSON, DIRECTOR, BUSINESS
RESEARCH BUREAU, UNIVERSITY OF SOUTH DAKOTA

Mr. JounsoN. Thank you, Senator. It is nice w0 be in the State of
South Dakota. First of all I may comment I have taken a year off
and I am now at Jowa State University for 9 months, and as I was
telling Senator Abdnor in the last several months I have listened
to the people of the State of lowa get very excited, and I have been
invited in to join them in discussing their problems, and I point out
to them that some of their comments are the same comments that
were being made quite frankly in the State of South Dakota rough-
ly 7 or 8 years ago. Some of the stresses they are just beginning to
experience over there you folks have been through a long time ago.
So I have suggested te them that possibly what they need do is to
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come over to South Dakota and learn a few lessons, because you
folks have already experienced those stresses.

Senator first of all let me commend you on the initiative. I think
it is very clear in rural America that changes are taking place, and
I am gratified certainly that there are as many of you here today
as there are. I have a few written comments that I am going to |
make, and then in as much as you have the group as you have, I |
would prefer that to allow them of course to make their comments
as I am sure you have more to offer than I have.

During the past several months, attention of course has been in- ;
creasingly directed to the financial stress that we have seen in the .
agricultural sector in this country. Government and industry lead-
ers journey to Washington essentially giving the same message and
that of course is the farm communities is in probably the greatest
financial stress since the depression of the 1930’s. From Washing-
ton has frankly come a noteable lack of interest. Agricultural ex-
perts have offered evidence suggesting that up to a third of all
farmers will continue to slide closer and closer to insolvency.

Indeed let me interject this past week I happened to run in to a
fellow in Minneapolis who was offered some additional information
that in excess of 40 percent of all farmers in the central part of the
United States have a debt to asset ratio that exceeds 40 percent.
About 21 percent have debt to asset ratios that exceed something
like 70 percent, suggesting the severity of that problem. Most
smaller midwestern communities, agriculture clearly is the pri-
mary economic activity. The financial stress in agriculture then is
a very important component in describirsg the various structural
changes that are taking place in the rural community. Inasmuch
as agriculture is such an important aspect I would like to initially
give you a brief historical perspective of some of the things that
have happened.

The 20 years before World War I have commonly been dubbed as
sort of the golden age of American agriculture. During this period
farm income and prices rose rapidly. During and up to 1920 after
World War I prices and incomes continued to rise with foreign
demand interestingly being an important driving force in the
upward movement. In the short recessionary period of 1920 and
1921 the prosperity of the 30 years previously came to an end.
Mortgage indebtedness incurred during that earlier 30-year period
continued to weigh heavily and denied the agricultural sector a
ghare of the recovery of 1921. Interesting is the parallel of the
1984-85 period. Then, as today, foreign markets failed to absorb the
expanding output which was due to among other things the techno-
logical advances in your industries.

Throughout the 1920’s farm incomes and prices remained rela-
tively low. In 1929, in order to promote an orderly agricultural
marketing system, the government intervened in the agricultural
markets for the {irst time when the Federal Farm Board was cre-
ated. This attempt quite frankly failed. As price takers, the farm-
ers during the depression were probably the earliest and most cru-
elly effected by that uepression. I happen to be an JTowa farm boy
and my family came through the depression, and my mother 1
guess still remembers it very, very ciearly.
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Through World War II and in the 1950’8925ﬁculture in general

flourished with a brief slump in 1948 and 1 During this period
the full parity concept was withdrawn, and however despite this
modest e in the guideline, the soil bank and other programs
continued to provide eg:;ps)ort to agriculture. In the 1960’s about $3
billion was being dir to the agricultural sector to remove from
production of about 250 million acres. :

The stormy history then of agriculture is clearly reflected in his-
torical development of the rural communities of America. Most de-
veloped as service centers to the agricultural sector or if they did
not develop as service centers to the asgncultural sector, they devel-
oped as centers of local government. Structurally, the communities
were driven by income generated by the agricultural sector. From
this economic base employment and income was provided to sup-
port the secondary or retail trade of these communities. Indeed in
most of these communities you had the clothing store, the hard-
ware store, and the small eating establishment, and each of these
roaking up what is referred to as sort of the fabric of rural Amer-
ica,

Finally, the banker provided the financial services to facilitate

and support these activities. As providers of service to the commu-

nities, these cities, these small towns appeared to be relatively effi-
cient. Indeed, they were what as economists would call the least
cost structure. Today the question of whether these communities
are any longer the least cost units for the delivery of these services
is in question. Indeed, we see a new development. Real farm
income, of course, has continued to grow. Both the primary sector
and the secondary activities within the community certainly in the
1960’s and up through 1968 continued to grow. Partially as a conse-

uence of the prosperity, by 1968 for the first time, the United

tates was to be faced with a problem of inflation. .

Indeed, after 40 years the demand oriented macroeconomic policy
and a maturing economy pressures, on the supply side of the
market were to be felt for the first time. g productivity
along with continued rising prices signaled the inning of this
new era. Further exasperating the problem again was the entry
into the Viet Nam war. With inflation, a perceived rapid growth in
income left a false impression that each of us were benefiting. We
were benefiting with large Zains. Though false the behavior of this
period Legan was significantly influenced and this changed behav-
jor towarvg what we are going to call borrowing became very impor-
tant in the 1980’s. Indeed, the idea of leveraﬁl,mborrowing, became
a widely accepted interest of management. This was true in both
the farm and non-farm sector.

With inflation and enormous price increases of 1972 and 1973,
land prices rose rapidly. New equipment was purchased, and new
buildings were built. Businesses similarly sought out new markets
and expansion opportunity. Perceived money growth, indeed most
perceived that it was going to continue, appeared to justi _this ex-
pansion. Appeared to justify that we should continue this rapid
growth. To finance the expansion, debt grew very rapidly. Later as
inflation slowed, those who expanded through debt ran in to diffi-
culties as cash flows began to shrink. This was true, and I waut to
emphasize this in both the farm ana non-farm sectors, it was not
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only the farmers, but certainly in the case of the smaller business
where the same problem existed.

The financial sector was similarly influenced by the inflationary
environment, the rapid growth in their deposits, this provided an
expan.Jed deggait base to be used for lending activities. Due to what
appeared to be the growirg equity base in both farm and non-farm
businesses, expanded lending appeared to be a rational course of
action. Indeed it was one of those things where each responded in a
rational manner. With hindsight and the knowledge that much of
the equity was inflation created e«luity and not based on productivi-
’?', many of these loans probably should not have beer made.

oda. e cash . flow from these assets that were purchased is
simply not adequate to service the debt and has created many of
our problems.

A comment or 50 or interest rates. Prior to October of 1979, in-
terest rates were as generally agreed held below market levels by
the actions of the Federal Resezve. As the cost of financing is a
central consideration in the purchase of an aseet, these arbiirarily
low levels tended to encourage further borrow.ng. More important
of vourse was the impact on individual firms, both farm ard ron-
farm again, and I want to emphasize that. With low interest rates,
use of assets which were financed with leveraged dollars quite
frankly was a very rational decision on both parties. A firm operat-
ing was able to margin at 20 percent with financing at 8 percent, it
made sense to go out and borrow those funds.

The operating procedures of the Federal Reserve changed in
1979, the rapid change in the interest rate to their perceived
market levels found many firms that were highly leveraged using
short term funds in trouble, considerable trouble. This policy hes
had an enormous impact, enormous impacts on the changes that
have taken place in rural America. Indeed let me emphasize that
in a _sense, that many of those things that were taking place in
rural America probably would have taken place any way, but what
h&?ened was that this inflationary environment certainly acceler-
ated it

A couple other comnients, with the economically efficient sized
farm entities becoming larger and with the shift of the agriculture
sector away from being a labor intensive industlz, and the avail-
ability of hiihl o::fhisticated marketing tools, the demand quite
frankly for the services from the local coramunities have gone
down. I don’t like to say that, I believe in small businesses but
quite frankly some of the larger farmers now are their own whole-
salers. I don’t blame them, it is the thing to do. They are going to
the manufacturer directly, again I don’t blame them, it is the thing
to do, but it is happening. In terms of marketing today you can
market directly to Chicago, you don’t need a locaf sales person to
do that. It is happening.

Another thing I think we need to have pointed out that is a
changing demography and a changing structure of the demograph-
ics of these communities. At one point it was made clear to me by
actually a South Dakotan when I was up in northern South Dakota
several months ago. After World War II there were those that
came back from the war and when they came back to the local
communities the thing they did was went into businesses. If you
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stop and think about it most of them were 26 to 28 years old, if you
do some addition you suddenly realize about 1981 or 1982 they
began to retire, as they began to retire they began to sell their
businesses to younger people.

What the younger people discovered was given a contract and
given the interest rates we were experiencing in that period, it was
not possible to stay alive in that environment and ‘many of those
businesses have had to go back to the original owners. In terms of
traveling we used to worry about traveling 15 miles, now we don’t
worry about traveling 100 miles. . -

Finally let me begin to summarize by asking a question regard-
ing the agricultural problem. That is, is this a problem that is
going to continue to face us? And the answer is probably yes. The
changes taking place are not done. We probably have several years
to go. Most of us, and I think you ought view.it this way:is to view
it as there are opportunities out here. I think in South Dakota
there are opportunities like any place else’in this country and we
want to view it that way. One thing don’t look for a villain,, it
doesn’t do you any good. Don’t blame it on someplace else. We have
a problem, let’s address the problem. It is two-fold, first,of all there
is a short term problem, the short term problem ‘is providing
income in the short term. L.

I think we see surfacing out of Washington and various :other
sources some ideas as to how to approach this problem. The second
one is a long-run problem and probably a resource allocation prob-
lem, that is much more serious and much more difficult, and frank-
ly it is probably going to happen regardless of what we do. Senator,
I thank you very much. S . g

[The prepared statement of Mr. Johnson follows:]




PREPARED STATEMENT oF JERRY W. JOHNSON

I.

INTRODUCTION

During the past several months attention has been increasingly
directed to the financial stress in the aaricultural sector.
Government and industry leaders have journeyed to Washington -
with the same message. The farm community is in the greatest i
financial stress since the depression of the 1930°s. From

Washington has come a notable lack of interest. Agricultural

expert have offered evidence that up to a third of all farmers

5 E s

will continue to slide towards insolvency. Recent evidence has
suggested that nationwide approximately 33 percent of all farm .
operators have a debt to asset ratio in excess of 40 percent

with 15 percent exceeding 70 percent.
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In most smaller midwest communities agriculture is the primary
economic activity. The financial stress in agriculture is an
important component in describing the structural changes
occurring in the rural community. Given the importance of ﬁ
agriculture to the rural community, section Il is a brief »i
historical perspective on the agricultural sector. Section IIIl
reviews the small communities as a social entity for providing
service to the primary sector. The final section discuszes the

many facets of the changes taking place in the rural
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Historical Persgpective:

The Farm Sector

J]
Pre World War 11 Period X
The twenty years hefore World War I have been dubbed "the H

golden age of American Agi-iculture”. Farm income and prices
rose sharply during the period. During and up to 1920 after
World War I prices and incomes continued to rise with foreign )

demand being an important driving force in the upward movement.
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In the short recessionary period of 1920-21 the prosperity of
the previous thirty years was to come to an end. Mortgage
indebtedness incurred during the previous period of prosperity
weighted heavily and denied the agricultural sector a share of -
the recovery of 192i1. Interesting is the parallel to 1984-8S5.

Then, as today, foreign markets, failed to absorb the ’
expanding output which was due to, amaong other things, the
technological advances in the industry. Throughout the 1920°s
farm prices and incomes remained relatively low. In 1929, to
promote "orderly agricultural marketing", the government
intervened into the agricultural markets for the first time
with the establishment of the Federal Fare Board. The attempt
failed with the exhaustion of funds required to absorb the
excess supply which resulted due to the incentives of the 1

support prices.

As "price takers" the farmers were one of the earliest and most
cruelly affected during the deceleration of the early thirties.
The New Deal farm policy of the Roosevelt Administration was
designed to address the rapid decline in income in the ‘
agricultural sector. From the failure of the Federal Farm .

Board the Administration learned the need to restrict supply

through the use of acreage restrictions and marketing quotas.

Though the purpose of the program was to restrict

output-supply, again continued support prices and guaranteed v

sales served as enormous incentives to expand output. As a
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short run policy farm income assistance was provided. aAs a
long run policy to promote a closer relationship between supply

and demand, it probably was not successful.

World War_ II_ and_Beyond

Through World War II and to the early 1950°s agriculture in .
genaral flourished other than a brief slump in 1948 and 1949.

During this period full parity was dropped as a policy

guideline in an effort to withdraw the public sector from it;-
extensive intervention in the agricultural markets. Despite

this modest change in guidelines the scil bank and other

programs continued to provide support to agriculture. By the
1960°s about $3 billion was being diracted to the agricultural

sector to remove from production about 250 million acres. »

I11

Historical Perspective:

A Midwest Community

The stormy history of agriculture is reflected in the
historiczl development of the rural communities. Most developed

as service centers to the agricultural sector or as centers of
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local government, i.e., as county seats. Availability of rail,
river, or highway transportation served as the basis on which

specific community locations were selected.

Structurally the communities were driven by income generated by
the agriculural sector -~ the primary economic activity of the
area. From this economic base, empioyment and income was
praovided to support the secondary, retail trade, activities of
the communities. Included was the clothing store, the hardware
and feed store, and the small town eating establishment. Each
represented a vital part of the fabric of the typical small
town. Finally, the banker provided the financial services to
facilitate and support exchange activities in the comaunities.
As economic and social entities the communities have
flourished, though not escaping the cycles of the agricul tual
sector, over the past one hundred years. As praviders of
service to the communities thkey have teéded tu be relatively
efficient or, in economic jargon, they have been the least cost

social structures for the delivery of services to the rural

communities.
v
A Setting For Structural
Change
’:' ‘:‘ * ALY A
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Real farm income continued to grow along with nonfarm income
through the 1960°'s. Both the primary sector, agriculture, and
the secondary activities within the communities continued to
flourish. Between 1960 and 1968 South Dakota shared with the
national economy in the longest sustained period of growth ever

experiernced in our country.

Partially as a consequence of the prosperity, by 1948, for the
first time the United States was to be faced with the problem
of inflation. After forty years of demand oriented
macroeconomic policy and a maturing economy, pressures on the
supply side of the market began tu be felt. Lagging
productivity along with continued rising prices signaled the
beginning of a new era. Further exacerbating the problem was

the entry into the Vietnam War.

Inflation_Induced_Behaviar

With inflation, a perceived rapid growth in income left false
signals of expanding wealth. Though false, behavior is and was
influenced. A changed behavioral attitude tcwards borrowing
took place during this period and was to play an important role
through the early part of 1980. Indeed, leverage became a

widely accepted instrument of management.
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This was true in both the farm and nonfarm sectors. With
inflation and the enormous price increases in 1972-73, land
prices rose rapidly, new equipment was purchased and naw
buildings were built. Businesses similiarly sought new markets
and expansion opportunities. Perceived aoney growth rates
appeared to justify the expansion. To finance the expansion
deb% grew rapidly. Later as inflation slowed those who expanded

through debt ran into difficulty as cashflows shrank.

Like the farm and nonfarm businesses, the actions of the
financial sector were influenced by the inflation environment,
With the rapid growth in money income, deposits grew rapidly
providing an expanded depaosit base to be used for lending
activities. Given what appeared to be a growing equity base of
both the farm and the nonfarm businesses, expanded lending was
a rational course of action. With hindsight and the knowl edge
that much of the equity was inflation created equity and not
based on productivity, many of the loans praobably should not

have been made.

Prior to October of 1979 interest rates were, it is now

generally agreed, held below market levels by the actions of
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the Federal Reserve. As the costs of financing is a central

consideration in the purchase of an asset the arbitrarily low

K4
(]

levels tended to further encourage borrowing. The below market

T -

interest rates and thus lower relative price encouraged

P

movement of credit into the capital jintensive industries. f%
4
?
More important was the impact on the individual firm - farm or »?
nonfarm. With low interest rates, use of assets whicn were ‘;

finanaced with levered dollars was a rational decision. A firm

1
operating with a margin of 20 perceit and unding at 8 percent 1
was able to lever his profits with the debt financing. The |

same is not true with interest rates at 18 percent. M

When the operating procedures of the Federal Reserve changed in :
1979 the rapid advance in rates to their market levels found

firms that were highly levered with short term loans in

P

immeditate trouble. This was true of both farm and nonfarm

businesses. The policy change had an enormcus impact upon the

v end 408

rural communities. Though the structural changes taking place

would have occurred regardless the process was accelerated.

.5

With the economically efficient sized farm entity becoming

larger; the shift of the agricultural sector away from being a
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labor intensive industry; and the availability of highiy
sophisticated marketing tools, the demand for services locallv
provided has declined. Many farmers are today large enough to
buy directly from the manufacturer making the retailor no
longer necessary. To sell grain a direct electronic link to the

major national markets is possible. Whether the local community

PERAS

is any longer the least cost means for delivery of services is

» -

now less clear.

. or,

Changing Community Demographi:.s

After World War Il many of those that had been serving in the
armed forces returned to their home communitizs to seek
employment. Nationally, the economy was in transition between
a war time and domestically driven economy. Upon returning
many went into business for themselves. These wartime
entrepreneurs are reaching retirement. Most flourished in
their respective businesses from 1950 to %h= early 1970°s.
During the mid 1970's they survived on equity built up dur?!:ng
the 1950°s and 1960°s. Today, as they retirc, they are selling &
therr businesses to younger men and women who, though excellent
managers, discover that no longer is it poss.ble to purchase a
small rural community business on contract, service the debt,
Pay the principle and provide day to day living expenses. The v

busi~ .s, all to frequently, is returned to the orignal seller
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only to be closed.

Added stress to the small retail communities has also been
caused by continued advances made in transportation technology.
The willingness of the consumer to travel many miies to shop in .
the regional shopping areas has, to a considerable extent, been

dus= to the improved conveniances in transportation. The N
regional shopping areas have grown rapidly to meet the desands
of their expanded market areas. While the regional shopping
centers have expanded virtually every small cemmunity has seen
the return of a modern day general store. Stocked in these
stores are necessity items which are needed on a day to day
basis. The larger shopping facilities have replaced the local
specialty store as the low cost delivery mechanism of the non
convienance goods. The concept of the "dual economy® in South
Dakota reflects the changing marketing patterns. As the
smaller communities lLiave contracted the shopping centers have

continued to grow. Retail sales figures in 1983 began to L

s

reflect this change.

Agricul tural Problems_-_Continuing Stress_on_Community

From an economists perspective the short run problem in

23 |
5 I:BW AVNUABLE: . L

. .”M*mk,vd
— A T




)

ERIC

Aruitoxt provided by Eic:

19

agriculture is one of instability in farm income. Since
agriculture is the primary economic base of most rural
communities instability in farm income means instability in
retail trade. Periods of stress are common whether it be due to
low farm prices or poor crops. The long run problem is much

more complex.

Most economists would argue that the underlying preblem in the
long run 1s the over allocation of resources to the agricultual
industry. The evidence used to support this conciusion is the
continued oversupply of agricultural products. The reason for
the oversupply it is argued has been the rapid technological
advances of the past twenty years or more. In 1820 sach farmer
produced &nough to support four persons. By 1980 the same
farmer could support in excess of sixty persons. Productivity
since WWIT in the agricultural sector has advanced twice as

fast as in the nonfarm economy.

A second problem cited is the insensitivity of the consumption
of agricultural products to price changes. What this means is-
that even though prices decline demand for the consumption of
the products does not expand. It further means that prices will
continue to be highly variable and will depend up short run
supply conditions. Regardless, the long run problems of an
industry - agriculture - in transition will continue to piay an

important role in the evolution of the rural communities.

The problems of the American rural communities are real as are
the human costs. The costs can be, and sﬁould be addressed by
the public gector. However, there is a delicate balance
between market incapacitating intervention into the markets and
providing assistance in overcoming human costs.
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Senator AsDNoR. Thank you, Jerry. Your remarks gave us a good
kickoff here. I think you have pretty well covered the broad areas
and I thank you and I am happy you will be up here with us when
we get into questions and answers. I think we probably will have
our next gentlemen testify and give us his outlook. He has a lot of
credibility in the agricultural field as well as all throughout South
Dakota, and that is Mark Edeinan. He is a noted agricultural
economist and he is going to taik about the South Dakota farm
sector and its relation to the economy. Mark, we are happy to have
you with us. If I didn’t say so, he hails from South Dakota State
University.

STATEMENT OF MARK A. EPELMAN, AGRICULTURE AND PUBLIC
POLICY ECONOMIST, SOUTH DAKOTA STATE UNIVERSITY,
BROOKINGS, SD

Mr. EpELMAN. That is right, thank you Senator. I want to make
that point clear. It is certainly my privilege to address this distin-
guished committee and this audience today to discuss some of the
profound problems and challenges facing South Dakota agriculture
in rural communities. I do have more written comments that I will
submit in my prepared statement, but I want to confine my spoken
comments primarily to two areas.

One is to help clarify the problem faced by rural communities,
and also to outline the alternative policy options faced by rural
communities. The rural community problem. It is twofold. The de-
clining farm numbers in a continuing trend for South Dakota. The
census bureau of firm numbers indicate in i935 we had 83,303
farms. By the 1982 =g census we had 87,148. So farm numbers have
continued to decline. If we look at the age distribution, we expect
that decline to continue at least until the year 2000.

Very simply, the demographics of it is such that we have about
twice as many farmers in the 45 to 65 age category as we have in
the 25 to 45 age category, and so we simply have, will be having
more farmers exiting the industry than have been entering at the
present rates of entry. So, according to some projections that Pro-
fessor Janssen and misaelf from SDSU put together a couple of

ears ago, we expect that by the year 2(?00 we will be looking at
ess than 30,000 farms in South Dakota because of the present age
distribution. That is not saying we like that, but that is where we
see the current trends continuing. The rate of decline is also effect-
ed by the current financial stress in agriculture, and we do have an
indicator of that.

Last week Brian Schmiesing, another SDSU colleague of mine,
and I released a survey of agricultural lenders that we had sur-
veyed in November of last year. We had a 53-percent resfonse rate
of the ag lenders, and in terms of the current level of financial
stress, we found that 16 percent were regarded as being in a weak
financial position, 8.1 percent of farm customers of the ag lenders
were in an inferior financial condition. So that is, there are two
ways to look at that. That implies about 24 peicent of the produc-
ers in agriculture are in a weak financial position, but it also im-
plies about three-quarters are in a relatively sound financial posi-
tion.
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Now, while the net effect of the financial stress is to accelerate
the decline in farm numbers, I think it also has to be pointed out
that with lower machinery prices and land prices that we are
seeing some isolated incidents where new entrants are entering
into agriculture at a relatively sound position. What are the rural
communit‘y options? Well, for rural community decisionmakers
that are faced with declining farm numbers they basically have
four options to consider.

One is to attempt to diversify the regional economy into basic in-
dustries that do not depend on the number of farms in the ares. In
other words, to foster home grown industries as well as attempting
to attract outside industries might provide more local stability in
terms of employment and income. .

The secord uption, is attempt to expand the trade area to stabi-
lize the local economy. Knowing your customer or your market
share penetration and the customer behavior patterns of the region
can assist in adjusting your local goods and services mix to best re-
ceive an optimum level of income and employment for your region.

third option is to simply consolidate what you have in order to
strengthen or at least maintain a maximum level of services. At a
recent meeting I was at, a board of director member of a business
said that he would rather take his firm into bankruptcy than to
consider partial consolidation or a merger with a competitor. I
guess the point that I am trying to meke is that voluntary consoli-
dations of some functions and services in the private sector as well
as the public sector can in many cases be mutually ‘beneficial to
both firms and might maintain a more—a higher level of local
gervices than if competition had continued and involuntary consoli-
dation occurred at a later time.

The fourth option is simply to do nothing and allow the trends to
continue and economically decline as farm numbers in the popula-
tion base decline. Now that is not optimistic news facing rural com-
munities, but those are the four basic options, and they are, there
is only so many ways out of the box. Now, the first three options
require some investment of time and money with no guarantee of
success. An evaluation of community strengths, weaknesses, oppor-
tunities and threats, can assist in this decisionmaking procese, and
the option selected by each community depends on the loca! re-
sources, opportunities, leadership, and the values of the community
involved. There will be some gainers and some logers as this re-
source allocation occurs. Some communities may be already beyond
help. é’lowever, others with sound leadership can turn a trend
around.

Let me close by saying that the instability of the world trade and
exchange system in the 1970’s was the cheapest and the biggest
rural development program the midwest had ever seen in our Na-
tion's history, and I think the big question that is facing us today is
that should this international stability be allowed to cripple rural
America during the 1980’s; or should some Government assistance
be provided to absorb the adjustment and in order to allow a cush-
jon in rural America to diversify and give it a chance to diversify
rural America’s economy.

The specific programs that the Government could consider, one
option is to, of course, do nothing but allow current policies and

28
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trends to continue. The second approach is to assist agriculture and
thereby assist rural communities. The third approach is to directly
assist rural communities in helping rural communities follow their
developed economic development plans. . - .

Let me close by saying that I appreciate the opportunity again,
Senator, to be asked to testify to this distinguished group: I would
like to point out that SDSU extension has programs in rural devel-
opment, agribusiness management, and public policy as well as
farm finance, marketing, and proiuction management, and to the
best of our ability we are going to be out in the hinterland-doing

our job to best assist our clientele as best we can. And I certainly. - "

want to commend you for your attempt to gain greater visibility
for the plight of rural America, and your struggle to, and wish you

success in taking this viewpoint and this message back to Washing-

ton. Thank you very much.
[The prepared statement of Mr. Edelman follows:]
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PREPARED STATEMENT OF MARK A. EDELMAN

Observations On The Puture Of South Dakota
Agriculture and Rural Communities
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Mr. Chairman, it is my privilege to address your

; distinguished committee on the profound problems and
%' challenges that are facing South Dakota agriculture and “
rural communities. First, let me reiterate that my assumed
role as an educator is to assist in clarifying FhQ problems,
outlining alternatives, and discussing the‘ probable

conseduences. of policy options so that citizens and their

leaders have a more ‘informed appreciation of the facts for
public decision-making.

Second, it is my observation that our private
enterprise  and "democtatic political system has never B
guaranteed success to those who entered into business. ;
However, upon occasion we have greatly assisted an ailing <
city, business, or secgér of the economy and our society
has always provided an opportunity to start over.

The philosophical principal of our society has been to .
dist;ibute income according to ability above a minimum
level of bas{c need. The debates focuses on defining the line |
of compromise in this concept. Ever since colonial days, ‘
our éolitical leaders have debated this issue: “"what should
the éovernment do for the people?" and “What should the

people do for themselves?®

ERIC

Aruitoxt provided by Eic:




Aruitoxt provided by Eic:

24

Having said that, let me divide my remaining remarks
into three areas: (1) ehe_uature of problems faced by rural
comuni ties, (2) the options faced by rural commﬁnities, and

(3) government's role in assisting rural communities.
The Rural Community Problem

How should rural communities, which are largely
dependent upon agricultural commerce, adjust to their
declining farm customer base? A certain number of customers
are required for a business or any other rural institution
to survive. As a result, many rural communities face
increasing prices and/ or 6°c1iﬁing local services as their
customer population shrinks. This, in turn, tends to
increase the cost of living and/or reduce the standard of
living for remaining residents.

Declining farm numbers is a continuing trend for South
Dakota. Census Bureau farm numbers peaked at 83,303 in
1935 and declined to 37,148 in 1982. The state-wide net
decline in farm numbers between 1978 and 1982 was 398 farms
per year or 1.0% per yesar according to the 1982 Ag. Census.

A8 is true for many states a dual trend is emerging in
farm numbers. Numbers of farm exceeding 1,000 acres in size
have increased as have numbers of farms that have less than
140 acres. The major decline in farm numbers has occurred
in the medium size farm group.

Parp numbers are expected to continue to §ec1ine, the
question is: “How fast?" A 1983 analysis by Professor

Janssen and myself at SDSU projected less than 30,000 farms
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by the year 2,000 simply’ based on the current age
¢ distribution of our farmets and ranchers. VWe simply have
about twice as many that will exiting due-to age as we have
had entering the industry in our state.

The rate of decline in farm numbers is no doubt
affected sy the current financial nt{e:l in agriculture.
Last week, SDSU Professor Schmieging and T releg;ed a survey
of agricultural finance conditions as viewed by 53 % of the
346 South Dakota agricultural lenders in November 1984. The
lenders indicated their customers' financial nosition as
follows: 14.3% super}or 23.1% good, 38.5% average, 16.0%
weak, and 8.1% inferior. In addition, 46.9 % of the
lenders' farm customers had increaged their total debt
during the past year. Total debt stayed the same for 34.2%
and declined for 18.9%.

While the net impact of financial stress is to
accelerate the rate of decline, it must be said that lower
machinery and-land prices are providing opﬁortuniéiea for

some new entrants into agriculture.
Rural Community Options

Rural co;munity decision-makers that are faced with
declining farm numbers have four basic connun1t§ options:

Option 1. Attempt to diversify the regional econcmy
into basic industries that do not depend upon the number of
farms in the ‘area; Postering home grown, as well as outside

industry, might provide local stability in employment and

income.

LRIC 30

Vi
v

*,
e
b
I

o)
]

:
&
i
3
H

:\&1

Nt AN

e w Aoew

T IR o

P

et

kel

.

e tv
LR TR -5 PR Y

. ey

.
¢
2




. ERIC

Aruitoxt provided by Eic:

25

Option 2. Attempt to expand the trade area to stabilize
the economy; Knowing your customer area, market share
penitration, pnd customer behavior patterns can assist in

adjusting the local goods and service mix.

Option 3. Consolidate to maintain maximum sgervices; In
a recent meeting, a board of director member of a business
said that he would rather take his firm under bankruptcy
than to consider partial consolidation or merger with a
competitor. The point is that voluntary consol idation of
functions and services, in the private as well as publié
gsector, can in many cases ba mutually beneficial to both
firms and might maintain more local "3erv1ce; _than

continued competition and involuntary consolidation.

Option 4. Do nothing except deciine economically as
farn numbers and the population base decline.

The first three options require investment of time and
money with no guarantee of success. An evaluation of
community stfengths,' weaknesses, opportunities, and threats
can assist ih this decision-making process. The option
selected may vary depending on the resources, opportunities,
leadership, and values of the community involved.

There will be economié gainers and losers as a result
of the current financial stress 19 agriculture. Some

conﬁunities are beyond help,. due to lack of resources and

opportunity. Others may simply lack leadership. As a result, .

some communities may remain economically viable, only if

community leaders actively address the present aituatica. ..
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What Can Government Do To Assist
Agriculture And Rural Communities?.

Pirst, there i > question cthat government has a role
to play in setting our monetary policy so ;s to promote long
run price stabflity and low inflation. Ag;iculture and rural
comunities benefit from stable prices just as other sectors
of the economy.

Second, moving toward a balanced budget could possibly
reduce interest rates and reduce the exchaqge valﬁe of the
dollar which would tend to stimulate exports aé& reduce
imports for agriculture. However, réducing the te&;ral
budyet deficit may not reduce the value of the dollar as
much as some in agriculture may hope. As long as we continue
to fight inflation during the 1980°'s, interest.rates must
rerain above the inflation rate. Assuming all else constant,
this implies that we are likely to see a higher valued
dollar than we éxperience during the inflationary 1970s.

Third, the governmeiut must decide its future role in
farm poliﬁy during 1985. We cannot expect to maintain a
const;nt share in world commodity markets with high price
supports on top of a étrong dollar. Cargill's recent
Argentine wheat import caber demonstrated that.-

Tt is true that the largest factor pricing us out of
the world market has been the rise in the value of the
dollar. However, if the.value the dollar does not decline,
we must consider lowering supports if we want to improve our

competitive position in world trade.

§
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On the other hand, rapid movement toward market
oriented policy will result in more farm failures in the
short run and larger adjustments for rural communities.

The instability of the world trade and exchange system
in the 1970°'s, was the cheapest ané biggest rural
development program the midwest had ever seen in our
nation's history. The question is should this international
instability be allowed to cripple rural America in the
1980's. Or should some goverpment zssistance be provided to
absorb the adjustment and diversify rural America‘s economy.

Wwhat specific programs could the government adopt to

agsist rural comrunities? One approach is to do nothing. A

second approach is to assist financially stressed producers

in order to slow the adjustment ptocéss. Th{td is to assist
rural communities in implementing:theit economic development
plans. Let's take a closer look at the last two options.
What Should, Government Do
About Pinancially Stressed FParmers?

Option 1. Let present trends and uncertainties in world
production, trade, exchange, and government policy detefmine
the income of individual farmers and ranchers based on their
luck and ability to cope with their environment. Let those
who do not succeed, rely on their own resources, churches,
private charities, community resources, and current

government programs to start over.

Option 2. Government helps financially stressed farmers

to stay in business through targeted direct f£inancial
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asgistance, self-help rvisk reduction programs, and/or
marketing and financial management training. Por example,
the SDSU Ag lLender Survey indicated that over half 6f their
farm customers' records were inadequated for financjal

planning purposes.

PP

Cption 3. Government assists financially stressed :

farmers to start over by assisting in the provision of off-

P

farm employment opportunities, targeted financial assistance

to ~Provide for minimum basic needs, and/or targeted

$
N

eduéational and training assistance programs geared to
ﬁew skills or starting another business in the region.
What Should Government Do
About Rural Communities?

Option 1. Let local resources and present trends in

economic forces determine growth and decline of communities.

Option 2. Government provides aid targeted to all rural

communities in a comparable fashion to unban programs.

Option 3. Government targets aid to rural communities

under severe stress in agriculture.

Option 4. Governnment assists rural regions in

developing and implementing economic revitaliziation plans.

Tn conclusion, T hope that T have stimulated some
thoughts on the challenges ahead. Certainly SDSU Extension

programs in rural development, agribusiness management,

and public policy, as well as farm finance, marketing, and

. e
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agricultural production management, can assist in making
the tough decisions facing many agricultural producers and
rural comaunities under financial stress. Tn particular,
SDSU Economist Tom Dobhs has discussed 1local developaent
options witil many local development groups across the state.
The SDSU Agricultural Experiment Station and Census Data
Center can provide relevant local information for developing
action oriented plans in many of the areas suggested by your
rural initiative. )

Tn closing, T certainly want to commend you Sena‘tor
for your attempt to gain gr.eat:er visat'ault:y for the piight:
of rural America. Your rurzl agenda is broad and couplet:‘e'.

T wish you best success in taking the message to Washington.

Senator ABDNOR. Thank you, Mark, for those very fine com-
ments. I know you are doing all you can to help get the economic
conditions in this part of the country turned around. Again, this is
the kind of statement we need when we go back to Washingtor. to
tell people the way it really is out in rural America. For some
reason some of our city cousins and some of our biggest economists
don't seem to realize there is a difference between the conditions

out in rural America and the urban areas. Our next witnees is a -

gentleman from the University of South Dakota who has done‘con-
siderable work in Government research. He is going to share with
us his obeervations of South Dakota from a public poli?-point of
view, because we are interested in this area and we are doing well.
It is Russell Smith. Russell we are very happy to have you here
today to give us your thoughts.

STATEMENT OF RUSSELL L. SMITH, DIRECTOR, GOVERNMENTAL
RESEARCH BUREAU, UNIVERSITY OF SOUTH DAKOTA

Mr. SmrtH. Thank you very much, Senator. Let me say it is
always amazing and heart warming to sec the interest that South
Dakotans have in their State and local governments. I think the
turnout at the meeting today is indicative of that interest. Before I
make my remarks I do want to congratulate Seisator Abdnor and
his committee on their ambitious program and their ambitious
hearing schedule for the coming 12 to 18 months. I think the
future of rural America, the future of rural South Dakota depends
very much upon the findings of your committee and their recom-
mendations.

I will keep my comments brief as I was instructed to do. I do
have a prep statement which I will submit, and I would be
happy to provide copies to people who would like the prepared
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statement if you will give me your name. As a political scienti
and a person who is in a position at the university where I am con-
cerned with public policy processes, and governmental structur
for dealing with policy processes, I am interested in how the r
economy changes in South Dakota as rural economy is impacting
our local government systems.

As the economy of rural America changes, as the economy of
rural South Dakota changes, there will be, there have been popula-
tion and resource base changes. These bring new problems and new
opportunities. It is important to look at and try to assess the extent
to which our local governments are fac:litating and making adapt-
ive responses to this new environment. These governments can fa-
cilitate by trimming back, by shedding old functions that are no
longer needed, and by taking on new functions in different forms.
Likewise these local governments can hinder this process of adapt-
ive response by doing nothing.

To stimulate my own thinking about this area, and to stimulate
dialog with regard to local government functions and changes to a
changing rural South Dakota economy, I have started looking at
how the rural economy effects local fgovernment, and I have also
tried to siart beginning a process of identifying the types of re-
sponses that local governments might take. My research is in
progress. My comments are tentative, there is a great deal of work
I want to do. There are a great number of people I want to talk
with. I do want to make four points though.

As Mark has indicated, the number of farms is declining in the
State and will in all likelihood continue to decline. It is important
to realize that traditionally the rate of decline in farr» numbers in
South Dakota has heen slower than the national average. More re-
cently, since 1977, the decline has speeded up, has sped up. While
we don’t have good information, based upon what k and his
colleagues are finding at SDSU through their survey work, the de-
cline is in all likelihood continuing to accelerate as the farm econo-
my undergoes additional stress.

It is also important to understand the number of South Dakota
farmers who rely upon agriculture as their primary occupation is
extremely high. It is still around 80 percent. This is higher than
the national average which I believe is what, around 60, »r 51,
slightly over 50 percent I believe. While we rely upon farming
more so than other States on the average for our occupations, pri-
mary occupation and earnings, our reliance is declining at a rate
faster than the national average. To me these trends indicate a
worsening farm economy in the State. These trends indicate signifi-
cant impacts in the future of our rural communities.

I have tried to look av the relationship between farm decline and
community and county population decline, and there is a signifi-
cant substantial relationship between the two. As farms decline,
county population declines. The primary exce%ign to this is those
counties with an urban community over 2, population, and
there are 21 counties in that category. Those counties are able to
fend off population declines that result from the decline in farm
numbers. ties with no urban center are not able to counter
the decline in farms. They lose population.
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Our small towns are also losi.ggopopulation as the farm numbers
decline. Towns of fewer than 2,600, regardless of whether they are
in a county with an urban center or not, have lost population since
1960. Towns under 500 are in the worst stress of all, roughly
a.ronnii9 g(? percent of those communities having lost population
since . . . .

It is also important I think to keep in mind: not only that as
farms decline, counties and their communitiee decline, but we have
another problem in this State. It is not just the problem.of decline,
it is a problem of small size. The majority of our counties lost popu-
lation from 1960 to 1980; 75 percent of our counties today have
fewer than 10,000 people in them, and a third of our counties have
fewer than 5,000 residents. The problem of small size makes for rel-
atively inefficient governmental service delivery. .

South Dakota has long been regarded as one of the most over-
governed States at the local level in the country. In the 1960's we
shared the distinction or we had the distinction, we didn’t share it,
we had the distinction of having the most local governmental units
per person or per 1,000 people of any State in the country. Today
we are number 17. We have a double problem, a problem of a large
number of governmental units, and those numbers are static even
though population is declining, and our governmental units are rel-
atively mefficient in delived.ngbservioes. . .

The burden, the financial burden of local government in this
State for many years was greater than the national average. If you
look at the proportion of the personal income going to local -
ernment services in this State, in 1967 I believe it was around 105
percent of tne national average. Today it is below that national av-
eraﬁ; but State government in South Dakota has picked up much
of that local financial burden. Local government’s revenues in this
State in 1982, around 22 percent of those revenues were derived
from State aid. So if we look at State and local government finan-
cial burdens in this State we see that we pay. relative to the rest of
the country, around 105 percent of the national avemterms of
personal income. Well, what I see is an extraordinarily large
number of governmental units that are small and they are relative-
ly inefficient.

What can we do about it? There are two primagnstrategies I
think that I see from a governmental perspective. One is to pro-
mote structural change. Multicounty consolidation, city/county
consolidation in some cases. Some of our smaller communities ma
want to think about disincorporation. We may have to also thmi’
about and should think about transfer of functions from the coun-
ties to the State, and from cities to counties. The record at the na-
tional level and in South Dakota is not very optimistic with regard
to structural change.

We like our small governmental units, we feel closer to them, we
feel that they are more accessible, we also link large size with
higher taxes. I think that is.a false assumption, but most of us
share that assumption. I don’t think we will see a t deal of ini-
tiative from local governments and their citizens. I think what e
probably will be looking at is State leadership in this area. I am
not sure where that leadership will come from or in what form it
might come. oy
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The second option is what I guess I would call local self-help,
in that category I include strategies such as cooperative regional
service delivery, alternative revenue raising mechanisms, and regu-
latory changes that reduce the demand for Government services, I
also think that we need to think, puy more attention to the in-
creased use of volunteers. Volunteerism has been the backbone of
local government in this country for years, and I think we need to
rezllgw attenm to tlg:t. cod f local i
responding to the n or change in government sys- L
tems, I think we have to place the greatest burden at the State and :

s
PR TP

local level. There is not a great deal the Federal Government can *
do to aid this process. There are three things, thotgh, that I would
offer at this point. First I think the Federal Government can con- 3
tinue to strengthen the roll of State governments as policymakers
in this country. That has been underway for several years. I would £

like to see it continue. Block grants have put States in the driver’s
seat, 50 to speak, and have reversed the several decade process of
national local linkages.

Now the national government is focusing more on States and re-
storing them to their position of influence over local governments.
So block grants can continue to strengthen States. It can continue :
to help them be leaders in addressing State problems. State and
local problems. Second, the Federal Government I think can best :

aid rural areas, and let’s face it, the best policy for most rural citi- !
zens and for those communities and counties that are threatened i
with population decline, because of the decline in farms, the best {
policy for those people and those communities and counties is in a i

agricultural policy that restores profitability to the farm sector.
Finally, as these communities undergo adjustment and adapt to
these changes, the Federal Government can continue to provide
training and other rural development programs and resources that
can help all of us. All too often, however, these programs are pot
targeted adequately, and this is in large part a function of the fact :
that we know all too little about what is going on in rural America.
As we have, as rural America has been lowered in terms of its im- 4
portance, our data gathering and information has also been re-
duced. Thank you very much Senator for the opportunity to pro- ;
vide these comments. :
[The prepared statement of Mr. Smith follows:] :
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Prepaxxp STATEMENT OF RussziL L. Surri

“Mxpting Local Govervment to A Changing Roal South Dalota®

Introduction

Since the early 1970's identificafion of the reversal of the long-standing
pattern of rural-to-metropolitan migretion, mich attention has been focused on
the status and condition of nometropolitan Amrica. This renewsd interest was
welcamed by rurel cbservers, resilents, and elscted officials alike., As a
remilt of this attention, however, there has besn a good desl of ™blurring” of
rural issuss. For exsple, mach of the recent writing on nometropolitan com-
mwmmmmwrmmmmmmmdm
n ofl and coal "boartowns,” retirement and recreation centers, and rursl places
(comunities with fewer than 2,500 pecple} within or adjacent o metropolitsn
areas. Issues of plaming for growth, developing public service delivery systems,
local govertment managemsnt and decision meking capacity, and newcorsr-oldtimer
conflicts are treated as smong the most critical topics. While such topics are
irpartant, they are most relevant for camunitiss in the South, Soutiwest, snd
West, where growth is most 1ikely to be sustained in nonmetropoliten srees.

' There 1s, however, another type of nametropolitan "camuity®—the ruel
coaey with no tomns over 2,500 population, snd murcipalities of fewer then
2,500 residents—the Cenous Buresu's generelly accepted dividing line betwesn—_
*rel® and Moten® comunities. These coommnities have been, and w11l in al1
1ikelihood, continue to decline in both population & resources. This paper
focuses on these comnities and their local goverrments in South Dalccta. The
long-term trend of decline in the family-fwrm in this state i3 not likely to °
be halted. Mcmammmm,mmym

the huxireds of rural Scuth Dekota camarities and their counties which were es-
tablished during the bermer years of agriculture in this state. The local govern=
pent “carry ag capacity™ of Scuth Dalmte is diminishing. At the sww time the
local govervment carTying capecity of Scuth Dakota is being ercded, the structure
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of local govermment is changing all t~o little. New and inmmovative responses

to changing rural cammity contexts is needed in South Dakota amd should be

seen a3 a vital part of any rural developoent strategy. Likewise, new effcrts

to halp existing and ererging South Dakota "growth centers™ need to be undertaken.

After reviewing the linkages between farms and comnities, the paper

evaluates the "carrying-capacity™ of the state for local govermment., This capec.ty
is contrasted with the current system of local goverrment. The divergence of
Wiwmtmmlmmﬂm”mtwam
look at options for change. The fimal sectim of the paper presents scme canses
of action for the future.

Farm-Comaunity Linkages

Farms are a diverse group — they differ by acreage; nature of the
agricultural enterprise; who controls rescurces and makes opersting decisions;
who does the work; and what the goals and aspirations of the fam and its operators
are (larson, 1981), These features, as well as the total mumber of fewss in an
grea, play a crucial role in structuring the nature snd welfare of rural non-
retropolitan carunities and their surrounding comtryside,l This section profiles
the linkages between farms and rural camunities, A grasp of fam-cammmity
relationahips will help place the population and econaaic erceion of much of
South Dakota in proper perspective.

Some Nurbers
Agoodplacebostmnbyloo!dngaztheecamlcimmmeottmmm
rural caramities in America, Farming, to no cne's surmrise, is big business for
such camunities, Underscordng this notion is the fact that the share of farm
incae used tO purchase fam inputs has increased over time, In 1977, for example,

1n a related sense, the services and econamic and social cppartunities found
4n rural coamnities affect the 1ife o1 rural fam people, although thi.s is not the
primary focus of this paper.
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90 pexcent of America's $39 billion cash income from faming was spent for farm
production purposes (ESCS, 1979:31). This translates into an aversge expenditurs )
of $32,807 per farm for producticn inputs., After farm expenses were paid aut, a “

net incame of $19.8 billion remained from ferming operations in 1977 (ESCS, 1979). |
This inclides $8.5 billion of non-money income ($7.2 billion for the rental value -

of farm dwellings, plus allowances for the value of fam products consumed by
farm households). Net farm incame per famm in 1977 was 43,800,

: Income fram off-fam jobs held by fam operators and their family menbers,
as well as from other non-fam sources, added $31.9 billion in income, This
resulted in an average incame of $18,692 for fam-opu-atw farilies, Included
in this total are $11,761 from non-farm sources, $3,791 in net cash income from
the farm and 43,120 in ron-money dncome (ESCS, 1979:32, 39, 59).

¥hile fzrm operatars and members of their families are generally viewed by
the non-farming population as carprising the farm warkforce, elmost one-third of DX
farm labor 48 drewn fran non-family menbers. The number of persans hired in 1977
totaled almost 2.4 million, and they completed 254 million men-days of fam wowk.
Perhaps most irpartant is that the bulk cf these wrkers are drawn from the local
cammity and area — cnly 7 percent traveled overnight from their usual place ]
of reaidence (Rowe, 1979:8). Almost 80 percent of these workers lived off the E
farm, corpared with 35 percent in the 1940's. §
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Farms ani Cammities %

The past four decades have brought a declining mmber of farms. ‘This has ,_
led to fewer opportunities to enter farming as either an omer or a tenant, amd 7

it has led to a thinning cut of the famm population - the farm population has
became less dense as the average acreage per fam in the U.S, rose from 175 in -
1940 to 440 in 1382. While the rural commnity effects of such a change seem

——yt ’
p easy to envision, the impacts are not uniformly one of decline. Factors such as )
. the availability of non-farm job cpportunities in the area or cammity for the U
s N s
;
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displaced farmm pcpulation, the level of gross and net farm income for those
remaining in farming, the relative irpartance of faming in the comunity's
econany and population, and net migraticn into and cut of the cammmity can
reduce negative impacts of structural changes in agriculture.

In general, the propartion of workers engaged in agriculture in an area is
related to out-migration patterns; the higher the agricultural workforce the
higher the net out-migration (Bowles, et al., 1977:225-239). For exarrle, in
the North Central Census resion —— the region containing South Dakota — counties
with 50 percent or more of their workers in agriculture in 1960 had a net out-
rigration between 1960-1970 of 19 percent of total popualtion, and 66 percent
of males between the ages of 20 and 2i. Counties with less than 10 percent
erployed in agriculture had virtually no loss through net migration for total
population, and only 6 percent for males, aged 2C-24 (Bowles, et al., 1977).

Typically, this net out-migration is reflected in a loss of total population.
Beale (1976) fourd that counties with 30 percent ar mare of the warkforce erployed
in agriculture had an arerage 10.7 percent loss of population. In this regard,
it is particularly noteworthy that the smaller towns were the ones most likely
to be negatively cffected where cut-migration resulted in population loss. In
the North Central states, towns with a populaticn of lezs than 500 were less
1ikely to have a stable or growing population than were nommetropolitan towns
with mare then 500 residents (Beale, 1974:5-7).

As the mumber of farms declines, and as the size of farms increases, the
number of farms tributary to a given comunity shopping and trading center
typically daclines. This, in turn, generally reduces the volume of demand for
goxds and services supplied by the camunity, thus reducing local erployment
opportunities and revemues vhich are tied to the local consumer sector. Additional
camunity population decline has been found to be associated with these changes
(Larson, 1981). Such changes in treding areas don't always show up quicldy,
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however. Initial farm declines in Nebraska didn't translate into business declines :
in towns; new tributary areas and shopping pattems emerged. Over time, however ’

(ten years), population declines translated into amall city trade declines as . ?
larger towns increased their market area.

Wnile the non-farm employment rultipliers provided by farm employment are :§
subject to controversy (as in other sectars), in North Dekota, & loss of 3,700 . %

b
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on-the-farm workers assoclated with farm enlorgement and reorganization produced
a 5,722 decline in nn~famm erployment (Schreiner, 1972:341). Changes in fam
3ize and structure can alsoc affect the class and occupational structure of
cammities since large farms are more dependent upon hired labor.

Studies have also found that a predominance of small farms in an area leads
to greater incame generation in small comundties. While the net incame of the
families operating these small farms is lower (larson, 1981:162), the farmers
oming large-scale farms are rare likely to shop away from their hometown. This
typically results in reduced selection offered by merchants to remaining cus-
tamers (Nesmith, 1963:178).
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Changes in land ownership and control of resources and decisions also impact
commities. Areas of high farm tenancy have been found to be different fram
areas of high ownership, even when factors such as the 1ife cycle of the farm

’
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family were controlled for. Larson, for exarple, notes that as tenancy increases,
the social organization (e.g., voluntary group membership) of commmnities tends
o be wealker and less progressive (1981:163). Rodefeld analyzed the impact of
farm structure on a variety of cammmity facets. Family farms — famms owned by

the operator — were found to have the highest levels of job and residential -7
stability of workers, the highest average net ferdly incame, the.largest average . M
net worth, the greatest involvement in community voluntary associations, the f

largest contributions to churches and the highest voting turnout in local
elections (1978:159-177). Industrial fams — farms with low levels of land
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ownership and labor provided by the manager (who may be hired or be a renter) —
performed thelowest on the above dimensions. The family farm purchased a higher
percentage of goods locally, when available, Corporate or L'xhxmial-type !'a.ms
have been fourd to purchase fewer inputs from local sources, anibelesslﬂoelyto
rely on local financial institutions (Rodefeld, 1978:205-216).

As can be seen, the links between fams and rural communities are mumerous,

PR

At the turn of the twentieth century, hundreds of smll tomns were established
through this nation's farmland., The growth of agriculture provided the fuel
for cammilty growth. Today, the decline of the fardly farm — the primary
agricultural operation in the United States amd South Dakota — is contributing .
to the decline of rura! towns throughout nonmetropolitan America. The magnitude

of the impact of the declining fam economy upon rural narmetropolitan commmities -
will vary, however., The dependence of the community and area econcmy upon

agriculture, the availability of altermative jobs for the displaced farm population,

and the level of farm income for those remaining in farming are important in this

regaxd. Particularly deva~tcting are population decline and net cut-migration,

particularly amng the young adult generation — the group which provides the P
future leadership for comunities needing to make difficult choices. In the next

section, some of the camunity dimensicns of the declining farm economy in South

Dakota are highlighted. Of particular interst is the current local goverrment
"carrying~capacity" of South Dakota. It is through the carrying-capacity notion

that the need for inmovative action with regard to local government can be most

T

-

clearly seen.

Changing Camumnity Contexts in South Dakota

A Changing Agricultural Context

As with the nation, the number of farms in South Dakota has been in steady
decline since the 1930's., 1In 1935 — the peak year for the nusber of farms in
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the state — there were 83,303 farms. Since then, the number of farms has
declined by 46,155 to 37,148 in 1982 (Bureau of the Census, 1982:1). It is °
interesting to note, however, that the rate of fam decline has usually been
slower in Scuth Dakota than in the st of the country., For exarple, between
1950 and 19682, the total number of farms in the U.S. declined by 58.4 percent,
while in Scuth Dakota the decline vas 44,1 percent during the same time pericd,
Hore recently, the loss of farmms in Scuth Dekota has been above the U.S.
average. During the 1974 to 1982 periad, the rumber of farms declinaed by 13.2
percent in South Dekota (42,825 in 1974 to 37,148 in 1982) amd 3.2 percent for
the U.S. as a whole (Bureau of the Census, 1982:1).

Declining farm rumbers have led to increased farm acreage in South Dakota.
From Just over 445 .acres in 1935, the average size of South Dekota farms rose
to 1,179 acres in 1982 (Bureau of the Census, 1982:1). The temmre of fam
operators in South Dakota hes rematned fairly constant in recent years., For
both 1974 and 1982, for example, roughly 40 percent (41 percent in 1974 and
40 percent 1n 1982) of all farms were operated by the full owner. For these
same two years — 1974 and 1982 — 14.8 percent and 16 percent of the fams were
operated by tenants (Bureau of the Census, 1982:1). Just over 87 percent of
South Dakota's farms were of a family organization in ]..982, and only 2.4 percent
were operated by a corparation. The mmber of farms where the operator's
principal occupation is farming has remained about 80 percent (81.4 percent
in 1982). However, while the proportion of Séuth Dakota farm operators who
rely on farming as their primary occupation has always been much higher than
the U.S. average, the state's dicline has exceeded that of the U.3. in recent
years. For example, between 1974 and 1982, the number of farm operators relying
on faming as their principal occupation declined by 17.8 percent in South
Dakota, but only 13.5 percent for the U.S. as a whole.

Although not exhaustive in any sense of the word, this brief picture of
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South Dakota agriculture contains mixed signals. While the loss of farms in <
the state has generally been slower than that of the U.S. as a whole, the rate

of decline has accelerated in recent years. In spite of this tremd, the

proportion of farm operators who rely on farming as their primary occupation

remains exceptlonally high in comparisen to U.S. averages. This rust be ;
tempered, however, with the fact that the proportion of South Dakota farm

W et

operators 14w can rely solely on their farm for their livelihood is declining
at a rate that is greater than the rate for all farm operators in the U.S.

In surmary, while the farm terwre and principal occupation data indicate
& support base for small communities in South Dakota, the seeds of change
contime to sprout. In fact, it is very likely that the accelerating national
and international restructuring of agriculture and the variability of South
Dakota's weather are cambining to possibly overcome the factor which has >
traditionally kept fammers on the farm in South Dakota — the lack of alternative
opportunities. Increasingly, this barrier is not as important. The result
may be increased out-migration from agriculture-dependent areas, population
decline and crippled camunities. In the next section, rural area and

£ ¥ nhe &

community correlates of fam decline are reviewed.

Cormunity Impacts of a Changing Aoricultural Enviromment

1. tion

- Almost one-half o the counties (U4 percent) in South Dalwta lost population
during every decennial period fram 1930 to 1980. Mare recently 71.2 percent
(N = 47) lost population during the 1960-1980 perdod, although the proportion
of counties with population declines fell to 64 percent (N = 42) far 1970-1980. -
FAfty of the state's 66 counties experienced net out-migration in both the 1960-
1970 and 1970-1980 time periocds (Riley and Baer, 1981:7).
Fopulation decline has been so substantial across rmuch of the state that

~ A
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2% of the 66 counties (36.3%) in Scuth Dakota have fewer than 5,000 residents.

Six more conties, for a total of 30, have 5,500 or fewer residents. Elght
(33.3%) of the 24 counties under 5,000 populaticn have fewer than 2,000 residents,
while almost 75 percent of the state's counties now have a mtm of less

than 10,000,

Earlier, it was noted that changes in the structure of sgriculture, notably !
the decline in the mmber of farms, has been found to be related to populaticon 5
decline in various regions of the U.S. Table 1 reparts the relationship between ¥

mdmmmtmmmmmcmrwmwmcmmm
the 1960-1980 time period.
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Table 1

Decline in Farms and County Populaticn in -
South Dakota, 196080

A. Farm Decline and County Population Change, All Counties:

1959-82 Percent 1960-80 Percent Population Loas
Decline in Farms County Above lledian County Below tiedisn Total :
County Above °l 11 3

Hedian (65.6%) (34,43) (100%) .
County Below 1 23 34

ledian (32.4%2) (67.6%) (100%)

B. TFarm Decline and County Population Change, Urban Counties:

1959-82 Percent 1960~80 Percent Population Loss
Decline in Famms County Above Hedian County Below lMedian Total

County Above 2 7 9
ledien (22.8%) (77.2%) (100%)

County Below 2 10 12
Median (16.7%) (83.3%) (100%)

C. Famm Decline and County - ulation Change, Rural Counties:

1959-82 Percent
Decline in Fanms County Above lMedian County Below ledian Total
County Above 19 1] 23
Median (82.6%) (17.4%) (100%)
County Below 9 13 2 .
ledlan (40.97) (59.1%) (100%)
Source: Campiled by the author from the Census of ture, Scuth Dalota, 1959,
1982; Census of Population, South Mmmﬁmg’ﬁ%mm, D.c.: U.S.

Department of Cormerce, aun of the Census).
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As can be seen by looking at Part A of Table 1, roughly two-thirds of the
counties above the median levei of fam decline for all comties were also above
the nedian level of population loss for all counties in the state. Likewise,
slightly over two-thirds (67.7%) of the 34 counties below the modisn level of
farm decline were also below the median level of population loss for the state.

To put this relationship quite sirply, counties which hed rather large declines in
the mumber of farms during the 1959-1982 pericd also tended to have rather high
porulation losses. Counties with lower levels of farm losses hed lower population K

losses.

Itmimmmwspeculatemﬂepcssm:mleormummwﬁm
the Irpact of declining farm numbers upon area population lc3s. Parts B and C of
Table 1 portray the relationship between fam losses and population losses for
two groups of countles. The first group (See Part B) encompesses counties having

TN AR AN e

PR PPN TN

an urban cammity within their borders (a runicipality with population of 2,500
or more). The secord group (see Part C) 18 caprised of counties with no urban

center. As can be szeen, the impact of urbanization upon the farm decline- L
population loss relationship 18 quite drematic. Regardless of whethur county
“arm losses were above or below the median, counties with an urban commity
experienced lower than the median population losses.

(o

For rural counties—counties with no camunity of 2,500 population ar more—

82.6 percent of the countles above the medlan for farm decline also had population
losses above the median for all counties (sec Part C, Table 1). Although not &s
substantial, the proportion of rural coum:ies below the median level of fam
decline who 2180 had population losses above the state redian is still rather
sizeable (40.9%, coampared with 16.7% for urban counties).
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In curmary, farm declines generally translated into county populatien de-
clines during the 1960-1930 time period in South Mekata. The presence of an urban
center in a county experiencing substantinl farm declines, however, lesses
population losses, This is probably a function of the fact that these
population centers provide alternative erployment opportunities for displaced
fam feddlies and attract in-migrants fram other areas, thus off-setting population
out-migration induced by farm declines,

Mnicipalities, just as comtles, should be irpected by the decline in fams, ~
although the effects are not likely to be as dramatic a3 at the comnty level be- ;
cause of the small rumber of farm operators living in towns. Table 2 provides P
information to help highlight the recent growt: dynxaics of Scuth Dakota rural
nnicipalities in the face ot declining farm rumbers. To explore the farm-
camunity populs ion linkage, the growth trend for mmicipalities ("declining” R
or "growing™ from 1960-1980) is related to whether the camty in which the city “
is1ocatedmaboveorbelwtmmdianlevelotramdecmnrorancmies
in South Dakota fram 1959-19%2.

.
«
“
L
’

Table 2

Decline in Farms and Population of Towns Under 2,500
in South Dakota, 1960-80

1959-82 Percent 1560-80 Mmicipal Population Tremd ;
. Decline in Farms Municipality Declined I!imicipality Grew Total
lunicipality in a
County Above 20 5 168
ledisn (65.5%) (34.5%) (200%) ",
HMinicipality in a
County Below 48 (] 06
Median (41.4%) (53.6%) (100%) !

Source: See Tatie 1.
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A3 can be seen, farm decline 1s moderately associated with corundty
populaticn change. Just over 65% of the rural mmicipalities located in courties
with a farm decline above the redian level for the state also experienced popu-
lation declines themselves fram 1960-1980. For rural municipalities in camties

PR

with farm losses below the median for all counties, the percentage recording
population growth from 1960-1980 was 58.€ percent. Controlling for urbanization
influences—the existence or absence of a ¢ity of 2,500 population or rore in the
same county--does not alter this basic relationship. The evidence, then, is

PV

fairly clear; rural, small towns temd to desline in population as the rumber of
farms decline. These small cities (ve Just not alil+ to counter the tremds of
farm and county population declire in the sume way that citles of 2,500 and
larger are gble to. Although the data are not presented in Table 2, towns of
fewer than 00 residents were found to have lost population from 1960-1980,
regardless of farm dec.ines. Overall, 76.1 (1150) percent of the 197 towns
urder 500 nopulation in 1960 declined in size.
2. Economic ts 4
Population loss is typically accarpanied by a variety of econamic chrnges.
As indicated earlier, the primary changes are a loss in shopping goxds trade
and erployment. Such changes can, in turn, lead to lower sales tax collections
ad resources for the rural county or community. While a detalled analysis
of the county and carunity economic impacts of rural population loss in South
Dakota is beyond the scope of this paper, several changes can be highlighted.
In general, thr liformation points toward reduced levels of econamic an:l
erploymes.t activivy ‘n rurgl counties and comrmnities, ard an enlarged role
for the urban counties and camunities o South Dalota.
Table 3 containes sumary data on retall sales and total employment for
the urban and rural counties of South Dakota. Becsuse the farm and population
declise malysis presented earlier focused on the 1960-198¢ period, and because
econcnale ciknges acconpanying population change are not expected to take
effcrt dnmediately, retail sales and employrent data for the 1972-1982 period
are used. Retcit sales increased by 127.2 mercent for the state as a whole

51
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between 1972 amd 1982, Retall sales in the m‘bm.cmles grew by 137.2 percent,
while the growth rate for rurel counties was 89.9 percent for the ten year
period. mcem,m,nmammcmmammws
re:ail sales for each group of counties fram 1972-1932. Rural comtles saw
their shere reduced fram .212 to 177, a decline in zhare of 16.5 percent.
Uraancmiee,mtheotlumm,mt!niratmormtmmestwtmmte
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imrease by 4.4 percent from .788 to .823.

Table 3

Surary Retail Sales and Total Brployment Deta for Scuth Dalota
Urben and Raral Counties, 1972-82

Retail Sales:
year Urben Comties Ruml Countles  Total ;
1972 % foount 41,037,138 $278,529 1,315,667 ;
Sales Share .788 22 1.000
1982 $ Aoount $2,460,268 528,888 $2,989,152
Sales Share 823 an 1.900 p
yeer Unben Comties  Pue) Comties  Total
1972 No. Jobs 199,316 99,259 291,575 | '5
Job Stare .63 .36 1.000 1
1982 No. Jobs 235,23 89,162 328,375 '
Job Share 725 205 1.000
Source: Census of Hetatl Trade, 1972, 1962 (uumngton, D.C.: U.S. Department
of Caczerse, Econcric Analysis, U.S. Department
\
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Changes in emloyment were similar to those for retail sales frem 1 72 to
1982, Total state erployrent grew fram 291,575 in 1972 to 324,375 in 1982.
This represented an increase of 11.3 percent. Urban county employment grew by
18.1 percent, while rural county employment fell by 3.3 percent. The urban
county share of total state employment increased by 5.9 percent fran .G34 in
1972 to .725 in 1982, The rural county share of erployment fell from 316 to
.275, a decline of 13.0 percent.

All in all, then, total employment is declining in the 45 counties in the
state with no city over 2,500 opulation. The ghare of retail sales captured
by this grop of counties is also declining. The 21 urban counties, however,
are increasing their total rumber of jobs as well as their share of retail sales.

The Reduced Local Govermment-Carrying Capacity
of Rural South Dakota

Tus far, & link has been established between declining farm mumbers
and declining population in the 45 rura) South Dakota counties having no
municipality of 2,500 or more population, and in the small towns under 2,500
residents in these same rural counties. On the other hand, the "urban" counties
in South Dakota—those camties with cities over 2,500 population— amd even
their smaller cities have been foud to be generally growing. The trend of
population decline in the rural coumnties has been accarpanied, among other things,
by declines in retail sales shares and total enmployment. These trends indicate
that the hran and econtmic resource base of many of South Dakota's rural counties
and cities uder 2,500 population has been eroded in the past few decades. For
rany countties, this decline in resources—uwhether they be hrmn or financial—
s been going on wnabated for four ar more decades. Because of the diminished
resources of these areas, it is important to ask what the current local govern-
ment 1load (3n termms of mumbers and costs) is in South Dakota, relative to cther
states. If the burden of local govermment is greater in South Dakota, it is
Irportant to ask how the load might be reduced. Structural and non-structural
changes in local goverrment not only can enhance efficiency and effectivenecss,
but such changes can bring the system of govermment in-1ine with the resource
base of the rural areas of the state at the same tims.
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The Carrying Capacity Notion

The carrying capacity concept 18 used to guide the analysis of local govern-
ment burdens in Scuth Dakota. The idee of carrying capacity was first developed
by ecologists to calculate the wildlife population that could be sustained in-
dcrinite);y by the resources in a given natural area. The concept has been used

pore recently in urban and regional studles to estimate the relative populations
and activities that ¢an be maintained within the constraints impaired by matural
‘reséuxce limitations. °©  earliest applications of carrying cspacity to tho
wngmmof\mbanammmlsysmdatemmhtelm'sa!ﬂeaﬂy
1970's and have been applied to trancpartation, voter, air quality and a host

of other technical issues.

while there is no general agreement amcag theorists on the exact meaning
of the concept or the rost effective methods of its application to real cormami-
ties, the notion of carrying capucity can be useful to citizens and policy
makers in their thinking abcut the relaticnship between people, thedr activities
and resource 1imits, whether they be enviromental or financial.

Because local goverrment are seen 83 "critinl systems” which deliver neces-
sary services and rely on public funds to opevate," the carrying capacity concept
jeads us to ask whether the mumber amd costs of local goverrments in Scuth Dalota
are consistent with the human and econamic resources of the bulk of the state's
rural areas. Full apolication of the capacity noticn to local goverrment 1s
difficult., There are no generally accepted standards for detemining the rugmbers,
types and costs of local governments which a given area can support. A member
of factors such as regicml amd local histery, and the nature of problems and
govermment functions needed to meet them are irportant. The mmber and costs of
local government for a given area can be stardardized by population or income,
for example, axﬂcamdsmmdemhot}m'mymsaxﬂmorthecwm.
smhcmpmsmsmnitthemmlysttoaaymetheragivmmm}nsmwrm
goverTments on a percapita basis than cther arees. Likewise, costs can be com-
pored (as a percentage of personal incame, for instance). It rust be remembered,
however, that whether or rot the mumber and costs of local goverrments are seen
as excessive is not just a function of the resource base, but is also a function

of the preferences of citizens as well.

Aruitoxt provided by Eic:

Te BEST COPY AVAILABLE .o

&



50 .

The Local Goverrmetit Load in South Dakota
South Dakota has long been viewed as among the most "overgoverned" states -

at the local level. In 1967, Farber noted that "...South Dakota had the dubicus "
distinction of being the most governed state in the United Stutes; ‘there were :
fewer perscns per unit of goverrment in South Dakota than in any other state-—
192 persons per unit." (Parber, forthcaning:8) This positicn hes been lost
since 1967, primarily because of school district recrganization.

In large part, the mmber of local goverrments is & legacy of embitious,
early state leaders. When the state constitution toock effect in 1889, state
leaders envisioned a rapidly growirg state. This was a reascnable assurption
at the time; population had doutiled between 1880 and 1890, and grew by ancthep

e S ¢ ven

vewe b
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67 percent by 1920. In 1919, South Dakota had the highest per capita income
level in the United States. Since those early days, the basic structure and
mnumber of local goverrments in the state (with the exception of school districts)

LA E At ke

has remined essentially the same.
For both the tUnited States and South Dakota the nupber of camty, runicipal

P

and township governments has remained roughly the same for many years., Table
4 contains information on the mmber of U.S. and South Dakota local governments :
for the 1957-1982 period. While there have been large reductims in the total
mamber of local goverrments, the prirary clanges have come in two forms, and
South Dakota 1s no exception. The first has come in the form of school district
reorganization, with the number of school districts declining by 9% percent in
South Dekota during the 1957-1992 time perdod. For the U.S. as a wole, the
camparsble change 1s 70.6 percent. The secory! significant component of local
goventment change ldes in the substantial growbh of special districts. The
rember of special districts in the U.S, rose frasm 14,405 in 1957 to 28,588 in
1982 (98.4% increase). In South Lakota, special districts increased fram 69 in
1957 to 199 in 1982 (180.4 percent increase). During the 1957-1982 period, the

total rumber of local govermments in South Dakota declined by 63.2 percent.
For the U.S., the decline was only 19.6 percent. Despite significant change in
total local goverrments, South Dakota continues to have more local govermments

than the average state in the U.S.
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Table %
Mmber and Type of Local Govei'r;;r)_rra(r_ltasz for the U.S. and South Dakota,
Type of Local 1957 1967 1977 1982
_Goverament UsS. 8D U.S. 8D u.s. £ u.s. Sb
Counties 3,047 64 3,0U49 o4 3,042 66 3,041 66
Municipalities 17,183 306 18,048 306 18,862 311 19,076 312
Townships 17,198 1,080 17,165 1,050 16,822 1,000 16,734 996
Special Dist. 14,405 69 21,264 106 25,962 148 28,588 ° 199
School Dist. 50,446 3,288 21,782 1,984 15,174 194 14,851 196
= Total 102,328 4,808 81,248 3,510 79,862 1;727 82,290 1,767

Source: Census of Governments, Goverrmental Organization, 1957,1967,1977, 1982 (Washington,
D.C.: U.S, Department of Commerce, Bureau of the Census).
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Surrary inforvation on the mumerical burden of local governments in South

Dak:ta and the United States is presented in Table 5. Looking firsl at the

rnumber of local governments per 1,000 population, South Dakota constantly has

had more local govermments per 1,000 people than the U.S. aversge, In 1957,

South Dakota had 7.5 units of local goverrment per 1,000 population, and in

1982 the rate was 2.6 per 1,000

percent was less than that for the U.S. (-32.9%) and was alrost totally a function
of school district reorganization. In 1957 the U.S. averaged .76 local

goverrments per 1,000 population. In 1982 the number was .36 per 1,000 pcmlatioq._

population.

The 1957-1982 decline of 30.0

Again, because of school district reorganization the number of local govermrents
per county area has been reduced in South Dakota fram 75.1 4n 1957 to 27.6 in
1982, a 63.2 percent decrease. As can be seen, the mumber of local goverrments
per county area in South Dekota is now coamparable to the U.S. average.

Table 5

Sumary Information on the Numerical Burden of South
Dakota Local Goverrment

Indicator u.s. sD

Local Govts.
Per 1,000 .76 7.5
Population

Local Govts.
Per County
Area

3.5 5.1

Average Popu-
lation Per
Municipality

5,630 1,130

Average Popu-
letion Per 43,868 10,015
County

26.6 S4.8
6,599 1,300

51,898 10,437

26,2 269 211 21.6

7,251 1,360 7,395 1,407

62,398 10,390 67,028 10,500

Source: Census of Govermments, Goverrmental

1982 (Washingvon, D.C.: U.S.

. 57
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" In 1957, the average U.S. comty contained over four times the population
of the average South Dakota county—43,868 capared to 10,005. By 1982, this
disparity in comty average population had increased to a 6.3:1 ratlo, with
the aversge South Dakota county having only 10,500 residents. During this sane
time period, the average South Dakota municipality's population increased by 2.5
percernt from 1,130 in 1957 to 1,407 in 1982. This increase is primarily a
function of the growth in a amll number of cammmities over 2,500 population,
however. The propartion of South Dakota mmicipalities with a population of
fewer than 1,000 hesremeined around 80 percent since 1957. Likewise, the
propartion of the state's mmicipalities in the 1,000-2,499 population range
Ias hovered around 11 percent of the total. In 1982, 91.3 percent of South
Dakota mmicipalities had fewer than 2,500 residents; this contrasts with a

U.S. average of 69.6 percent.

Table 6

Iocal Goverrment Direct General Reverues as a Percentage
of Personal Income, 1957-82

1957 1967 1977 1982
United States Avg.,
AL Local Govts. 4.1 10.2 12.3 12.9

South Dakcta 5.4 10.7 10.9 11.2

Source: Goverrmental Finances, 1957, 1967-68; 1976-78; 1982-83 (Washington,
D.C.: U.S. Department of Camerce, Bureau of the Census

But what of the financial burden placed upon South Dakota's residents by
local goverrment? To help address this dimension of the local goverrment load,

Table 6 presents infarmation on local goverrment direct general revemies as a
percentage of personal income. Personal incomeis used as a basis for comparison
since South Dukota's per capita personal incame level las traditionally lagged

33
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U.S. per capita persomal income. Because of this lower income, local govermment
in South Dakota tends to speind less on a per-person basis than the average state.
However, because Incames are lower in South Dekota, this lower expenditure level
may take a larger bit cut of the typical South Dakotan's earnings. As can be
seen, in Table 6, local government expenditures in the state comprised a larger
percentage of the personal income than the U.S. average for all local goverments
in 1957 and 1957. 1In 1957, local govermment spending was 137 percent of the
U.S. average percentage; in 1967, this hed fallen to 105 percent of the U.S.
average. Since 1967, the percentage of the average South Dakotan's personal
income going to local goverrment expernditures has gallen behind the S.
Although the percentage increased in an absolute sense from 1367 tc 1982, the

"burden™ relative to the average local goverrment burden in the U.S. has improved.

In 1982, the proportion of personal income going to local government expenditures
was only 87 percent of the U.S. average for all local govermments. However,
during the sae year, per capita personal income in Scuth Dalwta (39,666) was
87 percent of the U.S. average ($11,107).

While the financial burden placed upon South Dalotan's by local goverrment
would appear to be easing, this may be a false picture. During the same time
periad, the scope of South Dakota state government was expanding, relative to
that of local goverrment. Using data on financial responsibility, service
distribution and personnel distribation as criteria fop determining the extent
of state centralization, Stephens has found that South Dakota has became more
centralized since 1957 (See Table 7). Perhaps most interesting is that South
Dakota's rate of increase for the caposite state centralization score has been

been more rapid than the U.S. average (23.6% and 20.0%, recpectively). Looking
at the individual dimensions of centralization algo provides some interesting
insights. Centralization of financial responsibility and service delivery in-
creased by 21.7 and 37.1 percent, respectively during the 1957-1982 period. The
respective increases for all states in the U.S. were 12.7 and 20.5 percent.
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Table 7

Chenges in State Government Centralization far South
Dekota and All States, 1957-82

South Dekota Average, All States

Financin) Responsibility:

1957 49,8 55.7

1969 56.0 60.9

1977 60.4 62.5

1982 60.6 62.8
Service Deldvery:

1957 49.0 44,0

1969 56.0 49,0

1977 58.0 5.0

1982 67.2 53.0
Persomel Distribution:

1957 48.5 0.6

1969 47.5 4.8

1977 54.7 18.1

1982 54.4 53.8
Camposite Score:

1957 49.1 47.1

1969 53.2 2.5

1977 57.5 .2

1982 60.7 56.5

Source: G, Ross Stephens, "State Centralization anc the Erosion of Local
Autonomy," Journal of Politics 36 (Pebruary, 1974): 52-G63 and “ron data
supplied to the author by G, Ross Stephens for 1962,
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The practical impact of this 18 that South Dakota state goverrment has helped
local goverrments, thus reducing the financial burden of local goverrment. In
1982, state aid to local government accounted for 22.9 percent of total local
govermment revenues in the state (Bureau of the Census, 1984: 72). This also means
that the propartion of persmal income going to state and local government direct
general expenditures is inmpartant in considering the buiden of local goverrment
upon rure® areas. For every year since 1957, the proportion of personal income
going to state and local government expenditures in Scuth Dakota bas exceeded the
U.S. average. Fram a high of 133 percent in 1957, the proportion of the U.S.
average has dropped to 105.6 percmc 1n 1982 (Acm, 19811 16).

Sorting Out Things ’ o

Although South Dakota is no longer the most governed at the local level,
the mmber of local goverrments in Scuth Dakota 1s stil) seven times the national
average. The existence of a large number of local wnits in conjunction with
a small populaticn base means that many genera) purpose govermmental units—
counties and municipalities— are so small that econamies of scale amd other
service delivery innovations can't be taken advantage of. This results in a
higher than average proportion of personal incame being used to support local
goverrmental services. While the burden of local govermment reiative to porscnal
incore has fallen below the national average in recent years, this is primarily
the result of state assugtion and funding of certalrn local goverrment services.

At this point in time, then, the rumber and costs of local goverrments in
this state are excessive, relative to naticnal averages. Such a conclusion is
a conservative one. It must be kept in rind that the information on the nmumbers
and costs of local govermment in South Dakota is for all counties in the state.
If cost data, for example, were broken into porulation size categories, the
differential costs of smller as opposed to larger units of goverrment are rather
substantial. Figure 1 displays the relationship between the per capita cost of
South Dakota county government in 1983 and tre population size of the county.
Data on the per conita are also provided for each of the /ive population cless
sizes. Per capita costs range from a high of $334.54 fur counties below 5,000
population, to $108.95 far counties of 20,000 population ard above.
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Average Per Capita Cost of South Dakota Comty
Govermment by Pq:u}’gtim Classificatim,
1983

Population Class No. of Counties A
Below 5,000 26
5,000-9,999 24
10,000-14,999 7
15.000-19,999 4
20,000 and above 5

Vi oW D
5 : ¢ e .

Capita

Cost of  $250 -
Camty
Govt

1983

1 2 3 4 5
Poprlation Class

Figure 1. Relationship Between Per Capita Costs of
South Delota Comty Government and County
Population Size, 1983,
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Given the fact that farm declines ape associated with rural county and
manicipal population decline, and given the fact that the muber of farms will
contiirue to decline in this stute, a amller resource base (human and econcmic)
will have to be carved up by a ﬁxedmmerorlocalgmm:ms_intmmnm.
In the 21 urban counties, and many of the municipalities in those counties, the
carrying capacily for local govermment will contimue to be in relative balance
with the load. In the 45 rural counties ard their small nnicipalities, carrying
capacity ¥ill only continue to erode. Such a frognosis makes it important that
certain actions be taken, thus bringing the burden of local govermment mare n-line
with ‘the resource base. lot only is reducing the rumber and costs of local
Eoverrment in rural aveas of the state important, but the capacity of local
governments can be enhanced at the same time, thus producing a higher quality
of rural 1ife. Among the options tiat should be considered are: county consoli-
dation; elimination of certain single-purpose districts with taxing powe: (such
as townships); transfer of finctions to the state level; regional apmroaches to
service funding and deldvery; vouchers; privitization of certain services;
disincarportion of same; city-county service cooperation; amd city-county consoli~
aation; to mention a few of the most prominent options.

Coerses of Action

As might be expected, there are mmerous courses of action which can be
undertaken. The particular option which a glven community might exercise, however,
will depend ypon the local resource base, perceived provlems, local decision making
capacity, and political will, In 8°neral, two broad classes of actions can he
identified for dealing with the local govermment burden and associated problems of
rural areas in South Dakota. Scme actions will resolve the "ubers” burden, others
will enhance efficiency and thus addiress the financial burden. Some, such as
consolidation, will do both, possibly. The first group of actions irvolve struc-
tural changes in local government, incliing consolidation (both city-cownty and
rulti-comty), permanent transfer of functions to anctaer level ol government, and
the disincarporation or abolition of goverrments. Structural c}nnges'ean be .:
initiated locally, or imposed by the state. The second class of actions might be
temed local "self-help” and innovation. Included 4n this group are initiatives
such as purchase of service contracting, interlocal service agreements with other
goverrments, adopting alternative financing techniques such as user fees and
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charges, deregulation, voluteerism, and "doing without". While each of these
options deserves lengthy treatment, only a few comments will be made about each
one.
Structural Options
1. Consolidation

Refarmers have long listed consolidation as amng the rost irportant and
needed actions for irproving local goverment (CED, 1966). Consolidation in-
volves the merger of several goverrments with cne another. While consolidation
has been typically seen as a way of dealing with fragmentation in metropolitan
areas, it has relevance to rural areas, as well. Consolidation dan involve the
merger of a primary city of all cities within & county with the comty govermment,
or the merger of several counties with one another. Because of the larger
service and resource base which results from merger, whether in an wban or mwral
area, govermment can operate more efficiently as a result of econcmies of scale.
Greater resources also make it feasible to hire pofessionael staff and menagement.

In South Dakota, rumerocus calls have been mpde over the years for consolidation
of counties. The result would be fewer but larger countles, with a larger service
and resource base and resulting cost dsclindes. Farber and Cape (1368) estimated,
for exarple, that 3f Buffelo and Jerauld Counties had merged in the late 1950°s
that the average citizen's tax bill would have declined by avound 20 percent.
Despite this, the consolidation proposal was never voted on. During this century,
there have been changes in the organization of five caunties in South Dakota, with
chree worganized coumties being merged with existing counties, and with two
unorganized counties becoming organized. Beyond this, no consolidation efforts
have been successful at the local level. Most county bowdary changes in South
Dekota, as elsewhere, have been made by the state leglslature, with 44 counties
being eliminated in all.
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State legislative actiun mandating local goverrmental consolidation is not
new; 1t 13 Just a power which is not often exercised. Local governments are still
very mich, as Judge Dillen ruled so long ago, creatures of cheir state. School
recrganization 1s a good case in point. During the 1940's ard 1950's almost every
state legislature in the U,S. enacted programs that encouraged or forced school
recrganizations, tirough a combination of financial incentives and corpulsary
features (Sokolow, 1977). This can be done with general purpose local goverrments
as well.

From the perspective of country and small-town residents, the reasons for re-
organizing their local govermments are not all thet compellirg and often do not
rank with other mare pressing problems of the day. Leaders and residents prefer
their small units' accessibility; large size 1s also equated with higher taxes.
Pecple in rural areas are typically more satisfied with their govermning arrangerents
than residents of large cities and suburbs (Luloff, 1978). The record of Montana
with 1ts mandated voter revirw of local government supports this view—as approved
by voters, major omanizatio(nl changes have fared better proportionately in larger
than smaller comunities (IcKinsey and Lopach, 1979).

2. Dis tion

Legal procedures for outright elimination of local goverments through dis-
solution of the wnit exist in most states, The track record for mmicipal
disincorporation, however, has been less than irpressive (for many of the same
reasns operative in consolidation proposals). From 1970 to 1976, only 50
municipalities disincorporated in the U.S. Most, however, were locsted in rural
areas, had fewer than 1,000 residents, and were declining.in population.

Disincorporation is & viable option for amll cammities, particularly those
with fewer than 500 residents. While such an action can mean the loss of services,
usually only the most basic services are offered in such communities, anyway.
Depending upon the specific services offered in these comunities, many could
probably be‘ Picked up by the county. Disincorporation, then, coupled with scme
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"heefing up" of county services could ald in reducirg the mmerical and financial
burden of local goverrment in the state. Purthermore, such actions, if coupled
with positive county action could achieve the same benefits that city-county con-~
solidation might achieve, without loss of services and quality to the zmell {cwn.
Although not technically disincorporation, the abolition of township govern-
ment in South Dakota would fit within this cption. Despite predictions of its
denise twenty years ago because of limited functions and the greater efficiency
of camty goverrments (Snider, 1957: Chapter 9), the mumber of township govermments
has teen reduced only slightly in South Dakota and the U.S. In fact, township
units in the Midwest have undergone something of a revival in recent years with
the advent of General Revenue Sharing. In the eyes of many pecple, this one federal
progran has uone ruch to reduce the incentive for elimination or consolidation of
townships (Natian, et. al., 1977:141). In Scuth Dakota, townships spent $7.2
million in 1982. Just over $6 million of this total was psent on one function——
highways. Wy have single-function goveryments that are crganized along county
bourderies?

' 3. FRunctional Transfers

The transfer of respansibility for a function or service from a local unit to
one of larger jurisdiction offers a more incremental approach to restructuring
local goverrment. In many states, in fact, vransfers of function are not seen
as permanerr Af one unit pays another for delivering and taking over the service;
it is something which can be revoked. In general, transfers of function involve
a transfer from a mmicipality to the conty goverrment or the state. It my take
place by -voluntary action amd initiative, although transfers usually are mndm:ez;
by state law.

Runctional transfers differ fram cooperative or interlocal scrvice agreemrits,
or even purchase of service contracting, in that the acquiring goverrmeit assumes
full and permanent responsibility for the activity, including policy making,

financing and administration. States often randate transfers, Mimesota moved
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welfare administration fram cities to comties, and Florida shifted property tax
assessment fram the municipal to the county level, for exanple.

A survey of cities conducted 1-" 1975 indicated that almost one-third had
turned over responsibility for at least cne function in the last ten years
{ZUmerman, 1976). 1lost transfers are mde to canties, but around 20 percent
80 to special districts, and 12 percent to states. Transfers of responsibility
can achieve econcmies of scale, eliminate duplication, and overcome the lack of
facflities and equipment. The Advisory Carmission on Intergovernrental Relations
has long advocated transfers of functional responsibility as a means for responding
to changing goverrmental and societal forces. Transfers of functioml respon-
s1bf13ty to the state level is a viable option in South Dakota. In reny cases,
transfers would certainly be volu*ary, in others the state would have to mandate
it. Short of consolidating or doing away with local govermments, transfers of
finction, either fram the city %o the county 1evei, or to the stute level is the
primary option for the state in relieving the burden of local govertment..

Self-Help Options

In addition to structural changes, there are a mumber of non-structural or
"self-help” options open to local govermments. Basically, these strategies are
designed to eith enhance the efficiency and effectiveness of local governmments in
providing services; reduce service demand, or at least make the consumer more
aware of the true cost of services used; or better utilize area ard commmity
resarces. While the range of options is quite extensive, only same of the more
nctable possibilties are discussed.
1. Cooperative Service Delivery

lany goverrmental units enter into a joint service agreement for the produc-
tim of a desired service. For exarple, a city might agree to respond Lo calls
for police services during night hours in th;: county, thus reducing the turden on
the sheriff's department. Such an agreement night be made on an inforral basis,
or it could be formalized in writing. Likewise, a nunicipality might contract

67

R . vae

LRICT COPY - AVAILABLE

L

=% PN

Lvev 4 aR




R

ERIC
= EST: CORY AVMUABLE .

63 i

for caPuted processing services with a county, while a county might desire

‘oo

to contract with a city for code enforcement sarvites. In any of these cases,
the service might be provided with no exchange of money cr resamrces, or the
service might be provided cn a full—cost basis. In the latter, the agreemert is

AN E A

1ikely to be formalized in writing.
Joint service agreements are popular because they can be entered into without

le e ower Bowan

voter approval and can usually be terminated easily. Service deldvery can be
mde more efficlent without redesigning or restructuring the local goverrment.
Among the service areas most frequently covered by interlocal agreements are

fire protection, law enfarcement, plamning, bullding inspection, and road main-
tenance. Also, capital intensive services and facllitles such as sewage disposal
and treatnent, water supply, office buildings, jails, airports and other public
facilities are good bets for this approact. Cooperative service delivery is not

.
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as camarplace in South De'ota as ip uther locations. This 1s primarily due to {
the low density of populaticn and the rural nature of the state. A strong bar-
rier i3 simply the 'mwillingness of rural local goverrments to change their

practices, however.
2. User Fees and -3

Users of a service can be charged a fee bised on the amount of their use of
the govermment-supplied activity, thus putting the financial burden on users of the
activity. Fees and charges should not be developed for the sake of reverues
(a)though they can do just that), but as a means for adjusting the amount of ser-
vice demanded by individual citizens or private arganizations amd, thus, affecting
the overall cost of services. The rationale of this approach is that the persms
who use a particular service should pay for it, in accordance with their amomnt of
use. This shouud cause pecpie to consider the service's cost to them ard cause
them to adjust their demand in proportion to the value they set on that service. .
This, then, more closely approximates the business principle of selling cltizens

only those services they want. The use of general revenues, suwh as property taxes,
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drives up the demand for, and consurption of, services since there is no added
cost to the consumer and thus no incentive to conserve. Fees also give govermment
managers ard decision mkers better signals about the needed size of mublic
facilities and equipment to provide services.

The key to being able to use fees ard charges is that specific beneficiaries
receive the service, and that service can be divided among them without a substantial
ramber of "free riders." Pees and charges can £1so take into account other cost
as;;ects of service provision such as location; for exarple, larger fees rdght
need to te charged in more sparsely settled areas of a Jurisdiction to reflect the
added cost of travel in providing the service. Among the services which are
capatible with fees and charges are: police and fire services; emergency ambulance
services; water and sewer; street rainterance- and repair; libraries; paris and

recreation; solid waste collection and disposal; inspections and plaming; and
certain health and huran services.

Although user fees and charges do not corprise 2 mjor partion of local govern-
ment revermes, their utilizaticn is increasing, A 1981 survey of local governments
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fourd 45 percent irdicating no opposition to the institution or increasing of fees
ard charges (Hatry, 1983: 79). There are, however, potential negative "distribu-

-

Cu.

tional” effects; low incame famtlies and persms can be locked cut of needed services.
Local govermments rust also be careful that the charge for a service has a reasonable
relationship to the cost of producing a service. Otherwise, legal challenges to

fees and charges rmy be successful in bloeking them.

3. Purchase of Service Contracts

Ly b3

For years local goverrments have contracted with private fimms for a variety

.-
LI A

of public services. Today, purchase of service contracting 1s the most widely
used alternative gervice delivery approach. Purchase of service contracting can
be defined as a bindirg agreerent mmuchaloca.lgovemmmmsaprivateﬁm
or non-profit organization to provide a specifie level and quality of service. The

local govertrent ray contract to obtain all, or a portion, of a service, Citizens,

S
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through their taxes or user fees, pay the local goverrment, which in turn pays
the contractor.

Most local goverrment contracts with Private and non-profit organizations
are straightforward bid or negotiated purchase of service agreements. Such con-
tracts can be used to reduce costs (by eliminating personnel, equipment and over-
head costs), improve quality by eliminating the govermmental monopoly, and to
sirply enhance responsiveness to citizen preferences as they change. Public
works 1S the area where purchase of service contracting is most often found.
This encorpasses solid waste collection, snow plowing and sanding, tree trimming,
and street lightisg ard traffic signal maintenance. Human and health services
are also frequent contract areas, as are "support™ services such as data pro-
cessing, tuilding and growds, equipment and vehicle maintenance, labor relations,
and legal services.
3, Using Volunteers

Wnile not new, th. role of volunteer personnel in the provision of public ser-
vices has been elevated in Irportance in recent years as fiscal retrenciment has
taken hold. Historically, volunteers have been the backbone of U.S. local govern—
rent. Lecal government planmning and decision making takes place through the
participation of citizens as members of cormittees and advisory councils which
provide advice to cities and counties. Indeed, in most rural comunitics, elected

council and commission members are "volunteers”. Most szmll towns and rural arees
in the U.S. depend upon volunteer fire departments and 1escue squads. The sense
of "eivic duty" underginds each ot chese examples of volunteerism.

Although volunteers have always been an important part of local goverment,
recent fiscal trends have put this factor in a new light. Volunteers are thus
seen as a way of dealing with limited resources, as well as holding dovn the costs
of goverment. Beyond these reasons, volunteeriem can provide the important linch-
pin between goverrment and the individual.
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Voluteers, by definition, are peple who work without pay for a local govern-
ment. They are not given direct campensation for time of services, and they are
not coerced into providing a service. Typically fire services, parks and recrea-
tion, and certain human services are the most volunteer-intensive local govermnent
service areas. Volunteer services can g0 beyond this, however, and can enconpess
things such as the development of persornel and pay plans for cities and counties,
software for coamputers, and budget assistance, just to mention a few possibilities.

Incorporating volunteer persocnnel in local goverrment services and operations
requires same plaming and preparation. Who can coardinate volunteer persamel ;
can the city spare a person, or should a volunteer do this? Will volunteers be
used on a project-specific basis, for on-going activities, or both? Will expenses
such as meals, uniforms and transportation be reimbursed? How will insurance and
1iability issues be handled? As a part of a volunteer strategy, many coamunities
have fourd 1t helpful to enlist the support of the business camnity for supplies
as well as for volunteers from staff.

Coneluding Thoughts

Mach ground has been covered in this paper. At this point, it is casy to miss
the forest by focusing too much on the trees, S0 to speak. While there are a
number of optins for dealing with the local goverrment burden in South Dakota, the
self-help strategles are, in many respects, baid-aid approaches. In most instances,
such options will not be seized upon because of the lack of political will and the
dearth of ramagement decision making capacity in rural local govermments, Al in
all, the self-help opticns are prbably best suited to the urben cownties and mnd-
cipalities in South Dakota.

Structural changes are the most 1ikely to provide lasting and effective answers
to the local government burden issue in this state. Yet, expertence in South Dakota
and elsewhere indicates that such changes are also the most difficult to achieve,
Because local initiative is unlikely to develop, state-level leadership will, in
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all likelihood, be required to make the structural changes necessary to maintain
quality and effective local govertment services in the declining rural counties
and towns of South Dakota.

The federal government can aid this process of state leadership in helping
rural goverrmental systems adjust to a changing enviromment by contlnuing to
strengthen the states. Such a process has been underway in recent years, rri-
warily through the deveicpment of block grants. In South Dakota, a relatively
centralized state, the evidernce is that the expansion of block grants has served
to accelerate and reinforce the process of state centralization, At the same :
time, the federal government must work to ensure that job training and cther
human resource programs are targeted to rural areas undergoing econamic adjustment.

In this regard, the information base far allocating such programs must be im-
proved so that rural areas receive the funds that are needed for human rescurces
programs. Clearly, an agriculture policy that provides stable and positive net
incemes to farmers will also help the problems addressed in this paper. Farms
and carunities are linked; farm decline brings conty and municipal bopulation
amd econamic resource decline, State and federal-level actions rust be undertaken
to sirultanecusly stabilize rural econcmies,and to premote adjustment of their

governing structures,
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Senator AspNor. Than’. you Russ, we appreciate your comments
and your contribution to this discussion we will be holdin,
throughout the day. I am going to take this opportunity while
have every one here to make another announcement, so not to take
away from our meeting this will be quick. Wednesday, February
13, we are going to cortinue on with a second hearing on this com-
mittee for information to take back to Washington. We are out
here and so is the staff, and so I want to take advantage of it. That
second hearing will be in Brookings at the Memorial Arts Center
and the subject is taxes and agriculture. I feel extremely strong
ahout that particular subject, and while we are goin&l to be discuss-
ing a number of subjects, we are going to review the general tax
features and undoubtedly get on the subject of the new tax, the flat
tax, depreciation, and the capital gains.

But there is another subject that is dear to my heart that I think
has caused an awful lot of trouble in iculture, and that is tax
sheltering. There is legislation in which I have national interest in,
and in which I also have national opposition to. So we aren’t kid-
ding ourselves, but I think my interest is with the farmers who
think like I do, I would like to hear from them, so that day is going
to be pretty well devoted to the subject of tax sheltering. I just
want you to know that. As you notice today, maybe some of you
come to talk specifically about one subject, but this is the kickoff,
this is covering all the spectrum of rural America. I just wanted to
keep that in mind as we progressed. I am going to turn the meet-
ing for a second over to Dale Jahr for a few comments on the
ground rules here.

Mr. Janr. Thank you, Senator Abdnor. We have many people
here that want to testify and we have also been contacted by many
South Dakota groups and organizations who have asked to give tes-
timony at this morning’s meeting. We also have many topics for
discussion as the Senator says, and because we have so many
people here to . .1k about so many diverse subjects, we have to lay
a few ground rules. If you testify, you must sign up on the roster
sheet that is over by the cashier to my right, in the back of this
room, so that we have your full name and address. Second, when
you are called upon we would appreciate if you would use a micro-
phone. If it is difficult for you to get to a microphone, you will have
to speak as loudly as you can so that everyone will hear you clear-
ly. We will take this podium microphone down to the floor level for
those people who can use the microphone.

Please limit your speaking to 3 minutes. Please remember that
we are interested in your recommendations and suggestions for im-
proving the South Dakota economy. We would encourage a
question and answer format if people in the audience desire to ask
any of the witnesses questions. Also, I might add that anyone who
would like to submit prepared statements to this hearing may do
so. Please make sure that your name and address does appear on
iour testimony. If you do have prepared statements, you can either

and it to me or to the court reporter who is here with us so that
we can get it inserted into the record.

1 might also review the different topics of discussion that we
would like to get your general comments on today. Those include
agriculture and agribusiness, an assessment of main street, small
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business and economic development, rural finance, transportation,
public works and infrastructure, deregulation, native American
issues, rural health care and elderly issues, rural education, and
rural government. We can learn so much from you on each of those
topics, so we would appreciate anything you have to say on those
topics. Senator, at this time I will return it to you. .
Senator ABpNoR. Thank you, Dale, I think ‘you see what we are

driving at. While this day is devoted to the whole picture of agri- ..

culture, we also need to kick off things like health care, rural gov-
ernment, and all education issues. I just want you .to know the
detail and strength of our hearings in the year and a half to come.
We will start off with our first issue in the agricultural areg, agri-
cultural business. I am going to call on Lance Ekberg of Winner on
behalf of the American Agricultural Movement. Piease come for-
ward Lance. After Lance we are going to have Laverne Aisenbrey
of Olivet who will be testifying on behalf of the Farmers Union.
Lance we welcome you here today and we appreciate your coming
way over from Winner to speak on this subject.

STATEMENT OF LANCE EKBERG ON BEHALF OF THE AMERICAN
AGRICULTURAL MOVEMENT, INC. )

Mr. EkBERG. I am Lance Ekberg, I am from Hamiil. I am here to
represent the American Agricultural Movement today. The Ameri-
can Agricultural Movement has propoged some of these items here

to be included in the 1985 farm bill. Such as production controls, .

we propose to establish a mandatory program through referendum
by farm operators with quantity controls such as ushels, bales,
pounds and so on, in addition to a 10 percent ac: “age reduction.
Production levels should be established according to inventory
stock. Loan rates should be set at not less than 70 percent of parity
or the average cost of production on all storable commodities in-
cluding milk. Minimum nonrecourse loans, terms should be 36
months with loan rates increasing 2 percent annually throughout
1996, and remain at 90-percent parity thereafter. Storage rates for
onfarm storage and commercial storage ought to be the same.

We propose & national food reserve to be established to guard
against food shortage, and released only when a food shortage has
been declared by the House Agriculture and Senate Agriculture
Committees. Inventory stocks of each commodity shall be set by the
Agriculture Secretary and shall be managed by the Commodity
Credit Corporation.

All agricultural products imported such as livestock, poultry,
dairy, fish, vegetables and so on shall be labeled as to the country
of origin. Any processed or commingled products shall be iabeled as
such. All imported products shall have the same inspection and
meet the same stan as domestically groduced products. Prod-
ucts containing residues of U.S. banned chemicals shall not be al-
lowed to be imnported into the United States. Red meat imports
shall be controlled by a price trigger and reflect a parity level con-
sistent with other agriculture commodities and no agricultural
products shall be allowed entry at a less than domestic price as
'lf‘ioﬁided for at the GATT, General Agreement on Tariffs and

ades.
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Exports, United States shall use subsidies to maintain our
market share in world trade and this device should include export
PIK, adequate credit, interest buy-down and so on. The U.S. subsi-
dies should match those by foreign governments hidden or direct.
Farm tax loop holes. There should be a maxiraum writeoff of
$20,000 for nonfarm income through tax loss farming. Soil conser-
vation, the existing soil conservation programs shall be continued
and expanded to problem areas.

Farm credit, reschedule farm debts on a case-by-case basis to
allow the operators to meet cash-flow requirements necessary to
continue operation. Terms of the loan for 20-year maximum shall
be established by a county committee. The county committee shall
be elected by farm operators in a county referendum and shall be a
functioning loan committee of no fewer than five people, three of
which must be farm operators, elected by their peers and will in
turn appoint two others from other financial communities, and one
holding public office. We think that agriculture, we ought to quit
looking at agriculture as a problem, but we ought to look at agri-
culture as a solution. I thank you Senator for the chance to appear
before you.

Senator ABpNor. Thank you, we appreciate it when we ask for
comments on how to improve the situation you are doing exactly
that, thank you. Our next witness is Laverne Aisenbrey, I believe
he is here, I saw him when I first came in. Here comes Laverne.
On behalf of the Farmers Union. Before you start, I want to ask, is
there anyone who wants to testify from the Farm Bureau? If there
is, we will call on you next.

STATEMENT OF LAVERNE AISENBREY ON BEHALF OF THE
SOUTH DAKOTA FARMERS UNION

Mr. AisENBREY. Thank you, Senator, I was asked to come here
although I haven’t any prepared statement, I just came back from
Billings, MT, and when you mentioned my name it kind of sus-
prised me. We feel that we have a program that wili give income to
the family farm. Up to now all we have ever heard was loans, low
interest loans, disaster loans, and when it comes right down to it
we feel we have been loaned to death. Hutchinson County here has
been declared a disaster loan through the flood we have had all
spring, the wet season we have had.

I went to Parkston and inquired about the low disaster loan or
low interest disaster loan and I was told that I have to have collat-
eral. Where am 1 going to get collateral? The bank already has it.
The 5 percent doesn’t mean a thing. You can have loans at 1 per-
cent, it is not going to help us any. There is no way we can pay it
back, we are loaned to death now. So we feel we have a program
that will put some money in the farmers’ pockets once. That is
what we need.

Our program will guarantee every farmer in the United States
at least a net income of around $20,000 which we feel is the aver-
age income of the American wage earner. Interest, interest is an-
otaer thing that has put us to death. There is no way we can keep
going with the interest rate we have today, we have to get it back
to at least single digit interest. The fellow before me I think said a
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lot of things that we feel the same way about, so I am going to cut
this real short ard if you have any questions later on, fine and
dandy, thank you.

Senator ABDNOR. Thank you, Laverne, and for others who
haven’t signed up in representing agricultural groups, we will
hopefully give you a chance later on because we already have wit~
nesses that have requested time. Again is anyone here from Farm
Bureau that wanted to testify? They had requested time and they
didn’t show up. I have Kent Brick of South Dakota Rural Electric
Association, is Kent here? We are happy to have you here, Kent.

Mr. Brick. I will keep this short. "

Senator ABDNOR. If you want to put a prepared statement in the
record, you have a day or two afterward you can still submit it, we
will make sure that becomes part of this testimony.

STATEMENT OF KENT BRICK ON BEHALF OF THE SOUTH
DAKOTA RURAL ELECTRIC ASSOCIATION

Mr. Brick. My name is Kent Brick, I represent the South Dakota

Rural Electric Association, a State trede association of the rural

electric co-ops and we are here to support your initiative, Senator.
We believe the timing on this initiative is not only appropriate, but
urgent considering the gravity of the problems that we in rural
South Dakota face. “

The speakers before have told us about the problems that we do
face, problems in agriculture, small business, education, and the
like. We are also faced with the Reagan budget. The Reagan budget
it seems has arbitrarily placed rural America on the chopping
blocks, and on behalf of the rural electric co-ups, I am here to tell
you that rural America deserves a better and fairer shake than the
chopping block. Some of the solutions that are being offered reflect
what Americans believe about Mr. Reagan and about what he
offers to solve our problems,

I think everybody in this room believes as I do that Mr. Reagan
represents a stronger and prouder America; but the shake that he
offers rural America is drastic indeed. Before we say as Mr.
Reagan believes that we need to get government out of rural Amer-
ica, we need to ask just what it is that government means to rural
America. We would contend that government involvement in many
instances has been part of the solution to our problems to equalize
the economic inequalities that exist here in rural America.

Now, this brings to mind how we solve our problems here in
South Dakota, Senator. We do what you have done here today. We
brirxag South Dakotans together, recognizing that though we have
hard working Representatives in the U.S. Congress, we have very
little clout there. Everybody knows that the cities run Congress, ev-
erybody knows that the people that run Congress have very little
time for rural America. So we need to get together to present a
unified force and to bring, draw attention effectively to our plight.

Now just to briefly tell you about the problems that we in the
rural electric program face, I am sure that you are well aware of
the fight that went on with S. 1300 in the last congressional ses-
sion. What happened was it was an attempt by our National Asso-
ciation of Rural Electric Cooperatives to assure long range financ-
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ing for rural electrification to provide a basis for affordable, reli-
able electric energy, a key component to the infrastructure of our
rural economy, and what happened was a stalemate instigated by
the Reagan administration and a handfull of Senatcrs that just
chose not to listen to us.

We, as I said Senator, we believe that a strong rural electric pro-
gram is a vital component in the economy of rural America, and
we would hope that whatever this task force comes up with in
terms of objectives and priorities, that a maintenance of a strong
rural electric program advocating affordable and reiiable electric
energy will be a part Jf this task force’s priorities. I believe in your
letter announcing this initiative, Senator, you said it is time for
Sou*h Dakotans to roll up their sleeves and go to work. We in the
rural electric cooperatives have all got their sleeves rolled up, have
always been ready to work. You tell us when you need us, where
you need us, we will be there, thank you.

Senator ABbN9R. Thank you, Kent, for that very good statement
and I guess we all know that rural electric has long carried a load
of trying to get our story told and we know of your great contrib:
tion. I want to say one taing I am hopeful for. We are few in num-
bers, but as I told my fellow colleagues in Washington, like Bill
Proxmire and every one else, what I was trying to do, I was
amazed to find a lot of interest in trying to get this thing going. I
know if we just talk on the general subject we can make some
progress. It is not going to be easy, that I know. Several times I
have held off the economic adviser, last week I found one page of
testimony on rural America, let me assure you he heard the rath
from me. But all of us have to keep working on this and get this
out in front of the people.

The lady who handles labor statistics, Ms. Norwood, admitted
those figures mean nothing as far as rural America is concerned.
They are not slanted but we are just a small proportion of the over-
all picture, oniy we are down the spectrum, I mean down on the
bottom of the pole, and they are more concerned about the masses,
I guess. We appreciate your testimony, thank you very much. Milt
Schwaytz. —— -

STATEMENT OF MILTON SCHWARTZ, EXECUTIVE VICE PRESIDENT,
SOUTH DAKOTA BANKERS ASSOCIATICN

Mr. ScHwarTz. Senator Abdnor, Mc. Jahr, my name is Milt
Schwartz, I am the executive vice president of the South Dakota
Bankers Associction headquartered in Pierre. The three panelists,
that we see before us, have articulated this morning those very
things through historical fact and through statistics which the
bankers of South Dakota feel here every night when tHéy try and
go to sleep and figure out what they are going to do with this farm
customers and those commercial customers in the morning. Those
are the things that we are here to talk sbout.

Th-re i8 no questior. 'n anyone’s mind as far as my members are
concerned about the revolution, or the process, whatever you might
want to call it, in which we find ourselves in rural America right
now. The fabric, the pattern of the fabric in agribusiness and agri-
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economy is changing so fast that you have to read about it every
morning when you ﬁet to the office or ycu get up to do your chores.

A few statistics. I know they are cold but th? are impo+ant
none the less. South Dakota banks represent $1.4 billion in farm
lending. There are 150 commerical banks doing business in South
Dakota. Now you add to that at least another $1.5 billion in com-
mercial lending in the State of South Dakota, and you see why our
members have an interest in what you are doing here today, Sena-
tor. Another statistic which we don't like to talk about, but in 1984
more banks failed in the United States than in any year since 1938,
We have been ;Lretty lucky in South Dakota, we haven’t had any
that have been liquidated. Those few that have had gzoblems have
fl‘)eft? merged, but we still don’t know what might happen in the

uture.

The statistics though for South Dakota banks I think, Senator,
indicate that they do have a strong, strong position. The ratio of
equity capital to the total assets for banks in South Dakota is the
highest of any surrounding State in this particular region, and our
equity to asset ratio is way, way above the national average. So the
banks in South Dakota are built on a verg solid foundation, but
that does not mean that there can’t be problems and we are here
to discuss that. So, we ask, you asked, and your committee asked
for bgogsible solutions. In general terms two things we believe have
to one.

No. 1, a short time effort probably on behalf or on behalf of agri-
culatural by the Federal Government to provide credit for those
credit worthy people in the agricultural sector for planting in 1985.
Let’s get right down to where we are. Second, there has to be a dis-
cussion, there has to be planning, there has to be a stra for
long range agriculture, the agricultural economy not only for
South Dakota but for the entire nation. To accom lish that, we
have geen some programs already at the national level. For the
short term the administration is talking about some interest buy
downs, some other things.

The program that came out last year, our members do not feel
was appropriate, was not used, and will not be used. There is ¢ dif-
ference in a program which was announced last week, and it will
be most appropriate I think if there is time for some of your ex-
perts up there next to you to talk about that initiative by the ad-
ministration. In closing, we commend you Senator, and your staff
and other Members of the U.S. Senate for this initiation. We stand
ready to do all we can. Thank you very much.

Senator ABproRr. I want to ask you a couple of questions. I mean
he is leaving and I think he is too important to this overall prob-
lem, mor-y, to let him out of our sight.

Mr. ScHwARTZ. As I was called the other day, Senator, I am just
a hired hand.

Senator ABDNOR. You may be a hired hand but you work for the
Beople that are going to keep these farmers in business. I jumped

aul Volcker of the Federal Eeeerve last week who was in front of
my Joint Economic Committee. He had used the word four times in
his testimony and very honestly I felt he iave the best understand-
ing of the overall problem that I have heard from any of these
people coming into this committee. I kept his statement because it
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is good, but he used the word confidence four times, and that is ex-
actly what I had in mind. Am I wrong in saying there is a great
lack of confidence gradually eroding out here between bankers and
farmers and the whole main street? I hear that one seed company
is going to demand payments at delivery. Is that going on? I mean
are we getting to the place where farmers, even though they have
some debt, may belong to a particular group which may be in
Bz;etty good shape, but they are scared they are going to be next.
ou find that is going on today?

. Scuwartz. I think there is a great deal of anxiety in the
rural communities in South Dakota, and also in the, what we call
our metropolitan areas in the State of South Dai:ota. Mr. Volcker
is an extremely intelligent man, and I don’t doubt that he gave you
an excellent overview. Mr. Volcker you could probably the ar-
chitect of the great inflation/deflation that we have seen in_ this
country over the last 4 or 5 years. That has also caused agriculture
some problems, so nothing is ever black and white, and confidence
is not necessarily some h{u.x(:(gi that I have heard used in the State of
South Dakota. May be in other places, but we are finding a
great deal of anxiety develotping between customers, whether it be
of banks or whether it be of retail outlets, and we are finding our-
gelves, Senator, in a position where smokestack America has found
itselfover the last 4 or 5 years. There is a shaking out of this indus-
try we call agriculture here in South Dakota.

Senator ABDNOR. About this uneasiness, I asked Mr. Volcker:
How much of it could vou contribute to the Federal Reserve and
the FDIC and the Comptroller of the Treasury and the kind of
pressure we are Eltg;ting on our banks and our lending institutions.

Is there something to that, that they could help a lot by alleviat-
ing, reacg'usting their deinands and their requirements on the part
of banks? That was one of my pleas, I don’t know whether I was on
the right track or not. .

Mr. ScuwARrTZ. Yes, there are things that could be done at the
Federal level which just can’t be done at the State level relative to
what banks can or cannot do, or how lenient they may be with
their customers. You see, whether it be a State charter bank or a
national chartered bank, they are all examined by regulatory agen-
cies, by the State, by the Federal Deposit Insurance Corporation, or
by the Comptroller of the Currency, they have to be a national
bank, and there has been a lot of putlicity lately about the examin-
ing staff, not of the State chartered, not from State chartered
banks because they know what agriculture is like, but the national
examiners ti.at sometimes come in from out of State and don’t
know the difference between a cow and a bull in some instances.
We feel that is changing to a certain extent.

I think there has now crept into the regulatory agencies a feeling
that you are going to have to treat the loan portfolios in the banks
in South Dakota and other agricultural States in a different way,
and we commend that. There is lots of things that, not lots of
things, but there are things that could be done in the Federal tax
laws which could alleviate some problems right row as far as the
taxing of financial institutions. So, we can talk about it here, but
as the gentleman before me stated, we are going to have to get that
idea across in Washington, yes.
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Senator ABDNOR. You thought there may be some merit in this
new proposal of Block’s? I mean, will that create a little more?

LR
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Mr. ScuwarTz. I haven’t had an opportunity to study it. I have -

read some commen relative to at least two of the national
trade associations which represent bankers in this State, and in all
States, and they seem to think at l:ast in the oommenta:zai: the
trade news that there is mcre merit to what Mr. Block pro-
posed now than last fall, but everybody is still holding their breath,
nobody has seen the particulars y on paper. To my under-
standing, it’s been explained in large part orally so far; and until a

bank or anyone else in the lending business can sece something in
black and white, they are not going to get very excited about it. "

Senator ABDNOR. I absolutely agree. The only thing you can say
for it is that it is immediate, it starts now. There are efforts bei
made to liberalize the program and make it more available to all,
but that is going to take time. By the time it goes through the sub-
committees, committees, passes one body, goes through the same
action on the other side, then goes to conference, and maybe, who
knows, it might then get a veto. That takes time, this is in effect
now and I am just wondering if in its small way it will help a little
until we do better. So I guess you tried to answer that.

Mr. ScuwaRTz. I have tried to answer that, yes.

Mr. JounsoN. You feel there is a shake out taking place in the
agricultural sector. I believe this is also a shake out taking place
among banks as well or in financial institutions.

Mr. Scuwarrz. I would agree.

Mr. JounsoN. In the industry do you have a feel as to the per-
ceived risk that there might be as a result of the linkages between
the various banks? As an example, take under the '3ank Holding
Company Act where you suddenly end up in a sens: levering one
bank off the equity of another bank and you caa essentially pyra-
mid it. To what extent does that take place, and »ow much danger
is there involved here?

Mr. ScuwaRrTz. That is not an easy question, Jerry. Holy cow.

Mr. JounsoN. It is a fear that I have because it iz like a pyramid.
You take the brick out on the bottom, how many otters are there
sitting on top of it? Do we have situations of that nature?

Mr. ScawarTtz. In South Dakota, not to my knowledge to any
extent whatso ever.

Mr. JonnsoN. I am happy to hear that.

Mr. ScuwaArTz. That would be my ufeneral answer. | think most
of the members of my association would agree. You se¢, most of the
members of our association are banks of $25 million or less in de-
posits.

Senator ABpNOR. We are going to go into the next category. Let
me say we have a whole list of people that have signed up and we
are going to call on, have you signed up over there yet?

Mr. Bya. I have not signed up. I was here is all.

Senator ABDNOR. I think we will go into our next category be-
cause these people have requested to be here for quite sometime
now, and we try to be fair on this. The main street, small business,
and economic development, those are all subi'ects of extreme impor-
tance to us as we talk about rural America. I am going to ask Dave
McNeil, South Dakota Chamber of Commerce to kick off this topic.
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Dave, are you here? Is anyone here representing the South Dakota
Chamber of Commerce? Well, if not, I am going to jump right into
Al Kurtenbach who is with the South Dakota Manufacturers &
Processors. We all know the fine jcb that Al is doing over at Brook-
ings and we are anxious to hear from you Al.

STATEMENT OF AL KURTENBACH ON BEHALF OF THE SOUTH
DAKOTA MANUFACTURERS & PROCESSOKS ASSOCIATION

Mr. KurtenBacH. Thank you very much, Senator. It is indeed a &

pleasure for me to be here. I happen to be a resident of Hutchinson
County, I spent the first 20 years of my life in Hutchinson County,
so it is always nice to come back home and see some of the folks, I
recognize the faces. I want to make a few comments and then I am
going to get into the areas that I think that we can make some
progress in.

First of all, I want to say that I am thankful to the talﬁ:ayera of
South Dakota for providiug a school for me to get my college edu-

cation. I had the opportunity to attend South Dakota School of * -3

Mines, and then after going down to Nebraska for a year I came
back to South Dakota, and I want to mention that I think, I have
always looked on South Dakota as the land of opportunity. I looked
on South Dekota as the land of op&qrtunity years when I
decided to come back here for my lifetime career, and I still look
on it us the land of opportunity. I took my lowest paying offer hack
in 1962 to come back to South Dakora and work, because I think
there are so many fine things here, the peopie are so fine, the op-
ﬁortunities are so great, and I have enjoyed every year of my time

ere. .

I think we all look at economic recovery as what money is in it
for us. We can talk in grand terms and all that stuff, but at the
end of the day I think we look at our bank account and see what is
there. If it looks all right, then we have economic recovery, if it
doesn’t look all right, then we don’t. So, I just think that is what
we are looking at. Now we look at the short term and the long
term. I think we al! recognize that employment in Scuth Dakota,
that is what the retailers on main street look at for their economic
recovery. If there are no peogie here making mones\:; then they
don’t make any money. So we have to have people in South Dakota
if we are going to have money in South Dakota. )

So we are lookini in terms of empleyment o Fortunity in Soutu:
Dakota. Now I think we ought to recognize, and let’s be honest that
the agricultural employment in South Dakota has been on the de-
cline steadily year, after year, after year since around the 1920’s.
So there is nothing unusual that has happened here in the last
year or two. I think we all know that this has been taking place
year after year on a regular basis. So I think vre are kind of aware
over that. nd, I think we have all looked around the State and
there are no oil fields, there are no coal fields in South Dakota, We
are not blessed Jike Wyoming and North Daketa, with oil and coal,
80 there is no energy mining going to come in to Scuth Dakota and
going to save us. We don’t have it.

Third, I think we recognize that tourism, while it is a great con-
tributor to the economy of South Dakota, is a very cyclical source
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of money. We get tourism money primarily ir the summer time, it
i8 not here in the winter time. So if we are depending on that to
save us, it mi%ht be a long haul. So that brings me to tﬁe area that
I am in and that is an area of manufacturing and technology. Now
that is not something that is going to help you iet your crop in the
field this spring that is for sure, but it might help your chi dren,
might help your grandchildren. I think we have to look at that a
little bit too. -

Now there are three ways that we gly to build our industrial
base in South Dakota, and through building our industrial base
and our technology base, we are able then to provide jobs. The first
way, and that we are all hear about is the method our Governor
worked 8o hard on that is to invite people in. We look outside, we
say there is somebody, they can come in and they can provide some
jobs for us, and that is fine and good.

The second way ie that we help our existing industries to expand,
and this is the reason I am here is because we have a little trade
society in South Dakota called the South Dakota Manufacturers &
Processors Association, most of you have probably never heard of
it, but we are in fact active and we are trying to maintain our good
business climate in South Dakota so that there will be job opportu-
nities here for your children and your grandchildren. We need to
help those folks in South Dakota that do have manufacturing and
processing and technology businesses going so that they in fact can
expand ..nd employ more people.

The third way is to grow our own ¢ompanies. Now some people
say well that is nice to talk about, you can’t do it, so on, so forth,
there are all kind of excuses for not getting around to it. We can do
it if we put our mind to it and get down to it. I have been involved
in 15 years in a company that we started by walking the streets of
Brookings to get our seed money, we invested and asked people if
they were interested, now we employ about 198 people.

ow what environment will help companies get started? I think
it is important to ask that. There are basically three categories of
this environment. The first category is an area where there are a
lot of other small technology companies. That is the most fertile
seedbed for new technology companies to get started. Now we don’t
have that seedbed in South Dakota.

The second most fertile seedbed is to, is that universities and col-
leges, and this has been demonstrated nation wide. So I encourage
you if you don’t know the folks at your local university or college, I
encourage you to get in and find out who they are, get on a first
name basis with the people on the firing line, that means the pro-
fessors in the classroom. We have far too much inhibition about
our people getting to know the teachers in the classroom. How they
can help out, finding the details. Get in and know, ask questions.

The third is to have new businesses start from big businesses, we
don’t have that in South Dakota, the one thing we have is our
schools and colleges and universities. Suv I encourage you to support
them and take advantage of them.

Cne thing that has come up recently that could lead to ¢ me-
thing is just last week I was asked to be chairman of a committee
to get some seed money in to South Dakota for some research and
development and that is the National Science Foundation wants
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us, they consider South Dakota to be a deprived State, one of 12
right now, and they are asking us to submit a proposal to get some
research and development funded, and they are willing to, you
know, they say they are going to fund 8 to 12 States.

If we can get a reasonably good proposal in, then they will fund
up to 8, hopefully they will pick ours, but you know, there is a
kicker to it as there always is, and it is going to require a funda-
mental change on the part of you people in this room, on the part
of all the taxpayers in South Dakota, and that is this agency of the
Federal Government says they will put up $3 million over 5 years
if we are willing to do something ourselves, you know, if we are
willing to say that, if we are willing to recognize that industry and
technology is where we need to find jobs for our children and
grandchildren. The other States recognize that, and the other
States are going to match that probably a dollar for dollar, and if
we don’t, then we are not going to get that.

So, I am going to be talking a little more about this over the
period of the next year and hopefully the folks in South Dakota
will realize this and see it as an opportunity, and will get some-
thing geing. I really think that we have tremendous opportunity,
we have to be forward lookins;, and I always think back of being we
are in Hutchinson County l.ere it makes sense, but back about a
100 years ago, my granddad got off a train in Scotiand in the
middle of the winter, and he walked north from Scotland up to
Dimmock, and if you ever walked north in the middle of the winter
in South Dakota, you know that you have got to be convinced that
there are good things ahead. And I am telling you, folks, we are
only two generaticns away from people that did that. So let’s do it
ourselves, let’s get in there and get some things done. Let’s look
ahead and let’s get it done. Thank you, Senator.

Senator ABpNoR. Thank you Al for that inspiring speech. Let me
tell you people in the audience, he knows of what he speaks. I have
been to his plant, I have seen part of his family, a young daughter
working there in that plant. I saw a lot of those young graduates
out of South Dakota State University working in that plant. The
only thing he didn’t tell you is he also contributes to the girls bas-
ketball program in Brookings, he probably has one of the most out-
standing young lady basketball players in South Dakota. Thank
you Al Our next witness is Mr. Richard Schleusener from South
Dakota State University, a fellow I used to work with in South
Dakota government. Excuse me, South Dakota Schoo: of Mines and
Technology. You have to be careful if you are a politician talking
about these colleges. Thank you very much for coming all the way
out from Rapid.

STATEMENT OF RICHARD A. SCHLEUSENER, PRESIDENT, SOUTH
DAKOTA SCHOOL OF MINES AND TECHNOLOGY

Mr. ScHLEUSENER. Thank you, I am happy to be here. I have a
prepared statement that I will provide to you, so I will attempt to
summarize very briefly.

Sendawr AspNoR. Thank you, that will be made part of the
reco:d.
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Mr. ScHLEUSENER. I would like to make two points, with respect
to technology and rural America. There are technologies that are
in existence now that are drastically different than a 100 years
ago. there will be new technologies in the future that are drastical-
ly different than what we are doing today. Technology in agricul-
ture has displaced agricultural laborers. But I would submit that it
is necessary to maintain a base to continue to develop new technol-
ogy because if we do not in the United States maintain that differ-
ence, our people are going to be subjected to competition from for-
eign countries and lose the competitive advaritage they have be-
cause of that technology, we can illustrate some of these. _

I think of only two that are current and will have a significant
impact in the near future. One of these is microprocessors, some-
times related to robots. The computer can do things that people
norma!'v have been doing in the past, offers the potential for sub-
stf?._ntia 'uction in labor costs and can make an enterprise more
efficient

Another development on the horizon, I think, will have a sub-
stantial impact, relates to utilization of computers comparable to
what other businesses have gone through and are now oing
through with respect to the lower cost of the hardware, and the
greater availability of the compute:s that can provide management
assistance und just as other businesses have been forced to comput-
erize thei- management and records because of the competition, an
increasing number of agricultural businesses will be doing the
same thing in the near future. So the plea is to continue a system
that new technology can develop to help in the future.

Last fall I had the privilege of attending a national meeting in
Dallas, TX that was focusing on the subjecis of development of
high-tech industries and how this might happen in various States.
There are any number of mechanisms going on in different States
right now in which the States are taking the initiative to try to do
this. Let me give you some examples of some mechanisms by which
tlllis can take place, and I use examples of things that are taking
place.

One good example is the speaker that just preceded me, the de-
velopment of a new electronics industry, a high-tech industry that
is now often running and working effectively. Let me give you an
example of what is going on right now in our own campus, in
which one of our ﬁrofessors developed some chemicals that can
stipulate the growth of roots substantially, that process has now
been patented. Those patented chemicals will be Jeveloped and
marketed, it turns out this will be done by a new South Dakota
business. So in addition to the potential benefits and the growth of
plants, we have the economic activity that is generated from the
creation of the new business.

As another example, it is a source of frustration to me personally
that at the present time approximately 80 percent of our graduates
have to leave the State in order to find technical employment. I
would like to see that turned around. One of our graduates in the
1930’s recently gave our school a substantial gift to encourage the
development. of what he calls entrepreneurship and technology.

I surveyed the students that were in that claes, and found to m
interest that the majority of them, of those students have as a hig
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priority objective for their personal objective the long term ability
to establish and manage and own their own business and therein 1
think lies prosnise for the future of South Dakota if we can bring
some of that brain power to bear in our own State instead of ex-
porting it. In terms of how this is accomplished there are some
things going on right now that I think offers some encouragement
to try to get a partnership between higher education and the busi-
nesses of South Dakota.

We have been working through the South Dakota State Chamber
of Commerce to take positive steps to try to develop a better part-
nership and working agreement and communication between busi-
ness and industry and higher education. I believe that those efforts
cia.n_and will pay off in the future. One last comment to be made in
closing.

Mention was made earlier of the disadvantage that is a reality to
South Dakota by virtue of deregulation, particularly in transporta-
tion and in communication. That is a reality that in a de-regulated
society we as a sparcely populated State suffer a disadvantage. I
think we need to ask ourselves what are the relative advantages
that we have and what are the relative strengths that we have. It
has been our privilege over the past yesrs to frequently have on
our campus as commencement speakers high ranking officers in
major U.S. corporations.

A common theme that runs throuzh my convessation with these
people when they come to our campus is this, I have been told on
repeated occasions they prefer to come to agricultural midwestern
States. Why, because they find there a stronger remnant of the
work ethic than they find in other parts of the United States. We
talked about the person that walked north in South Dakota winter,
we Lave some residuals of that work ethic here that give, I believe
give Js a base on which we can indeed do those kind of things that
will help us in the long run and make some opportunities for us
arising out of the current problems. Therein I think lies our hope
to the future and thank you for the opportunity to comment here,
Senator.

[The prepared statement of Mr. Schleusener follows:]
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PREPARED STATEMENT OF RICHARD A. SCHLEUSENER

TECGINOLOGY AND RURAL AMERICA
I. INTROLUCTION

Rural America is in econamic trouble. This fact is evident fram
the increased current public attention given to problems of pmerican
agriculture. While the productive power of American agriculture con-
tributes to a favorable U.S. balance of trade fram agricultural ex-
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ports, a combination of the high value of the American dollar and in-

creased foreign competition has produced increasing econmnic stress in

American agriculture. These factors lead to a dual objective for many
Anerican farm operators to survive econamically in the next decade and
to strive to build to a position of prosperity as we move to the 21st

century. My comments give same brief observations on the role of
technology in rural America in this setting.

II. IMMEDIATE EQONOMIC RELIEF FROM TECHNOLOGY?

The factors that are currently affecting American agriculture ad~
versely are not likely to be eased by any single or simple solution.
Technology can and will have an impact or agriculture, but technology
provides no panacea. A more pranising approach is o explore how
technology might be utilized in the long tem to benefit american :

agriculture.

III. APPROACHES FOR LONG-TERM IMEROVEMENT IN THE EQNOMIC HEALTH
OF RURAL AMERICA

Agricultural research to improve agricultural productivity is
sometimes criticized because of its impact on the agricultural labor
force. Agricultural technology has produced drastic changes in the
composition of the American work force during the history of the
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United States. In the nation's early years we had a work force
primarily engaged in agricuiture. In contrast, we now have less than 5
percent of our population actively involved in production agriculture.
Although trends continue for larger and larger farm units with a oo
sequent reduction in our agricultural population, the number of per—
sons impacted will be less than in the past because the current number
of persons employeed in agricu’ture is relatively amall. Reducing or
eliminating research on prodaction agriculture would be a tragic mis-
take because a temmination of support of such research would mean that
American farmars would become less competitive than their foreign
cowmnterparts and as a consequence, lose even more of their markets in
a competitive world economy.

The technological applications having the greates pramnise for
immediate utilization in agriculture arz those which can assist in
providing improved productivity or qelity and reduced cost for more
effective competition in world markets. What are some of these tech
nologiez that offer potential to give such productivity improvements?
Same of these are related to recent develomments in computer technol-
ogy. Two developments are worth mentioning. One relates to the ap-
plication of microprocessors to agricultural production prcblems.
Microprocessors, the temm applied to miniturized computers used in a
mode for monitoring and control of various processes, offer sig-
nificant cost advantages to many industries, including agriculture.
Such devices, including robots, can be used to control, on a program-
ned basis, a variety of industrial applications and processes, and in
many cases serve as substitutes for human labor at substantially lower

wosts. The application of microprocessors and robots to agriculture
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is a relatively recent development and is one that has the potential
for substantial ocost reductions to make American agriculture more

competitive in worldwide markets.

Another application of comptters has the potential for cost reduc—
tion and enhancing the probability of econamic suzvival for some farm
operators. This application is possible because personal computers
are now availahle with enhanced capacity and with relatively low cost.
These improvements permit individual famm operators to use persomal
computers (a variety of brands are available) that can utilirze new
computer software for improved management of the famm enterprise.

.I recently discussed with the owner and manager of a Rapid City
business his perceptions that his current business enwiromment differs
drastically from that which existed ten years ago. The reason given
was that introduction of computers to inventory control and other ele-
ments of his business operation had reduced costs substantially and
had made significant changes in his business and in the businesses of
his competitors. Since use of compu:ers is becoming widespread for
business management, individual businesses have 1little choice except
to computerize their business procedures to ramain competitive, We
can expect this trend to accelerate in American agriculture in the

next few years.

I persomlly have been involved in South Pakota and adjacent
states in research directed at beneficial weather modification. The
research results fran these and other efforts leave little doubt in my
mind that beneficial results are possible f£rom this technolegy.
However, technical uncertainties remain on the potential for
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beneficial ucilization on a larger scale. These technical
uncertainties are equalled or exceeded by the socio-econamic questions
posed by society for use of the technology on a larger scale, As a
result, more research is necessary before the technology can be ap-
plied with confidence.

Many other areas of technology have the potential to benefit rural
America. These include biotechnology, energy and soil and water com~
gservation, and genetics research for improved crop and livestock
production.

For the long tem health and prosperity of Mmerican agriculture,
we must maintain a research base to develop new ideas and new tech-
nologies which can be applied to the practical problems of agricul~
ture. The land grant system which has been in existence for more than
a century, provides a partnership of federal, state, and local support
for agricultural research which should continue. An ongoing research
program will benefit not only American agricultural producers, but

American consumers as well.
IV. FOSTER DEVELOPMENT OF NEW ENTERFRISES IN RURAL AMERICA

The census of 1980 revealed, for the first time, a movement away
fran increasing population corcentrations in major citiss in the
United States. This .iange in population pattern suggests that there
is a prefercnce on the part of many individuals to move away from
larger cities into semi~rural areas as a preferred location to live.
We also note that there continues to be, in the current agricultural

economic crisis, a displacement of population away fram an exclusive
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dependence on a fam enterprise to a situation in which individuals
may combine a part-time or full-time job with an agricultural °
enterprise, For these reasons development of new businesses in rural
areas can provide a benefit by providing full-time or part-time
employment.

Many states have developed state-funded programs to attempt to en-
hance the development of new enterprises, with many of them related to
so-called "High-Tech” industry. One of owr defined objectives at
SDSMET is to assist in the economic development of the community and
of the state by encouraging such enterprises.

What are the mechanisms for trying to accomplish this objective?
Several approaches are possible. To give an illustration, same of the
members of our Chemistry department recently developed a chemical that
provides significant increases in root growth after exposure . the
hewly developed chemical. This process, recently patented, is now
being licensed to a new South Dakota fim. This new enterprise will
provide an agditiomal increment of employment which will be a benefit
to the commmity and to the region. The benefits fram the additiomal
econamic activity generated by th. new business are in addition to
whatever benefits may be generated by the enhanced production fram the
use of the matented chemical.

A further illustration can be given. Traditiomally, most of the
students that have come to us at the South Dakota School of Mines and
Technology have been from South Dakota. Unfortwnately most of them
have to leave the state after graduation in order to obtain technical
employment. We would like to change thi, situation so that the state
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of South Dakota could have the benefit of the brainpower of these
young people. It is owr belief that in the long-run the encouragement
and develoment of "hame grown" industries fram technological applica-
tions can ease this problem. It also has the potential for enhance-
ment of the econamic base of the state. As an example, one of our
graduates in the 1930s left the state and founded a fim which grew
large enough to merit a listing on the New York Stock Exchange. This
graduate rocently provided a substantial gift for support of the

develomment of a course in Entre.zeneurship and Technologdy on our cam- .

pus. I recently surveyed the young people who were students in this
experimental course and found that many of then had the long—temm ub-
jective of becoming owners and managers of their own businesses. I am
hopeful that we can encourage the ldea of entrepreneurship in technol-
ogy in our students and faculty. Such efforts will stimulate econamic
opportunities in a rural state and will complement our traditiomal in-
dustries of agriculture and touriam.

Various approaches have been used by different states to attempt
to stimulate development of new enterprises. One common theme in
these develoments is the effort to try to develop working partnership
arrangements between hicher education faculty/staff and the local
buziness and industry. I am encouraged by efforts currently unde. way
by South Dakota businesses, through th.: South Dakota State Chamber of
Commerce, to attempt to develop improved relationships between South
Dakota business and South Dakota higher education.

Past policy in our state has been to give top fiscal priority to
the teaching functions of college faculty. This is an important
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priority, but the past failure to provide opportunity for individual
faculty members to be more than classroom teachers-——to be
"Professors"—has hindered econamic develomment. In order for a
faculty member to be an effective link between new develomments and
research on a college campus and industry and business, time must be
provided for such interaction. T am encouraged by the current indica-
tions of interest fram South Dakota businesses to develop more active
partrerships between South Dakota hicher education and industry. I
believe that these efforts can assist in developing new businesses of
a high-tech mature and provide additional employment opportunities for
the people of our state.

In an era of derequlation, a state with a low population base
probably has a built-in cost disadvantage in coormunications and
transportation as compared to more densely populated states, What are
our ‘ompetitive advantages? On many occasions we have been fortwmate
to have high-level corporate officers fram major companies as our com
mencement speakers at the South Dakota School of Mines and Technoloqy.
One of the comments that frequently ccmes from these individuals in my
conversations with them is their conment that they prefer to hire in-
dividuals for their companies that come fram an agricultural
background because of the remnants of the work ethic are more common
in an agricultural state than in other states. The presence of this
work ethic constitutes an advantage that exists in South Dakota. It
is my hope that we will see continued research in agriculture, ard
continued develomment of job opportunities in new high-tech in-
dustries. If this happens technology can make a usefil impact on
agriculture and benefit the citizens of South Dakota.
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The South Dakota School of Mines and Technology is celebrating its
100th anniversary this year. As we enter our second century it is my
hope and my expectation that we can continue to provide quality educa~
tional pcograms, and that we can also make a useful impact in enhanc—
ing the economic development of the community and the state.

NOTE: I thank Dr. Ray Hoops, President of South Dakota State
University (soSU), and Dr. Mylo A, Hellickson, Professor and
Deparument Head of Agricultural Engineering at SDSU. for the
helpful conversations I had with them during the preparation of
this statement. Responsibility for the statement, is, of
course, that of the author.

Senator ABDNoR. Thank you Mr. Schleusener for those good mes-
sages because I think that needs to be made a part of the record
that all is not hopeless by f?ﬂnf' means, and there is a lot to think
about for the future. Hopefully these young people here from the
schools will soon be going to college and éeanm.ng their lives get
hope out of that too. It is a great place to be in South Dakota and
we still think we have a lot to offer. Is Dean Dale Clement here,
someone out of the University of South Dakota Schwol of Business
said they would be here, is someone here from that group? How
about the South Dakota Department of Scate Development, that is
a tourism group? How about Mr. Rafy ing from the University, is
he here? If not, we have a number o peog e who have requested to
be heard and I am going to jump into the health care issue. As I
talked to those people in that industry I know it is of great concern
to all of us, and when you talk about rural America, it is a subject
that can’t be ignored. Rural health care throughout South Dakota
and our reservations throughout the State.

So, at this time, I want to call David Custis from the Wall Clinic,
is he here? He is from the Wall Clinic Assistants Program which
has done a great job of taking up some of the needed care for South
Dalkota. Thank you for coming ll the way from Wall. The next one
I am going to call on after you 18 Frank Drew of South Dakota Hos-

ital Association, and Mr. Val Farmer of the West River Mental
health Association, and Mr. William Bergman of USD, if he is
ere.

STATEMENT OF DAVID CUSTIS, R.N., ON BEHALF OF THE WALL
CLINIC

Mr. Custis. In an attempt to provide the rural areas of South
Dakota with health care, tge 1974 legislature, by legislative man-
date, charged the USD School of Medicine with the task of develop-
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ing the planning of a 4 year degree granting medical school that
would place emphasis on family practice.

Further concern for providing heaith care to the rural areas of
South Dakota promoted the 1975 legislature to appropriate $60,000
for the development and implementation of a program for physi-
cian extenders. In its charge the University of South Dakota School
of Mecdicine developed a new program under the direction of Dr.
Robert Hayes, the plan called for the physicians extenders to be lo-
cated in Wall, Murdo, and White River with Dr. Hayes supervising
all three clinics. Community support for the physician extender
program was overwhelming and a local volunteer, non-profit com-
mittee was quickly organized to handle the business affairs of the

prg{:t;ed clinic.
anciel support for the project not only came from the Federal
and State government, but also from community minded citizens,
organizations, and local ic;vemment. Over the 10 year history of
Wall Clinic many things have changed. The most significant tl?:f;g
being that the Wall Clinic has grown from a government suppo
entity to a nearly self-supporting organization as providing rural
health care to 8 community that cannot afford the fulltime service
of a doctor or a hospital. The clinic now contracts privately with
Dr. Robert Hayes, a supervising physician. We are made up, we
have a nine person voluntary board that meets monthly to assist
myself with the financial affaire of the clinic.
rural America there is a definite maldistribution of doctors.

Health care providers tend to go to large cities where they can
make a standard of living suitable to their life style Thus clinics
like Wall, Murdo, and ite River had to be set ., to mee* the
medical needs of western South Dakota. This pasy yea: che Wall
Clinic saw 3,689 patients. The area in which the clnic serves is a
6,000 square mile area. Many of these people have to drive over
rough gravel roads to get to our clinic.

owever, ai'ou never hear of any complaints because without the
clinic in Wall, many of them would have to travel anywhere from
70 to 100 miles one way to see a health care provider. When I first
came to Wall I received a call late one night from a mother who
wanted me to see her little firl who was complaining of a severe
ear ache. I asked her how long it would take her to get to the
clinic. She stated about 1 hour since they lived 45 miles north of
Wall. Dr. Hayes and myself treat both young and the elderly, but I
believe the best service we provide is the care for the elderly. Here
is an age group in which it becomes more and more difficult to
travel 50 to 60 miles one way to see a doctor, specially when they
do not have any means of transportation to take them there.

Not only do we provide care at the clinic, but will make house
calls when they are unable to get to the clinic. Last week on a cold
snowy night I traveled to Quinn, a small town 5 miles from Wall to
see an elderly man suffering frnm the flu. The daughter thanked
me over and over, because without us being here it is really tough
living out in no where. The sumter time when the tourist season
is in a full swing in Wall, the tourists come to the clinic with any-
thing from sore throats to congestive heart failure. They are also
very thankful for the clinic in Wall. So much that last summer I
saw a patient from Chicago with a sore throat, they had heard
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about the clinic from a neighbor who had been in the clinic a
month earlier.

In rural America we have been reading about ambulance serv-
ices closing down because of not enough volunteers, in Wall we
have a crew of 10; 81 hour EMT’s and 1 speci+" -killed ambulance
technician. I can honestly say this crew has ¢ :d countless lives
and it is frightening to hear where these smai: towns are losing
this vital service.

Another important part of rural health is the home health care
provided by our pubklic health nurses and home care such as what
Rapid City Regional Hospital has set up for our area. This helps
people to stay in their own homes as long as possible. So in conclu-
sion, rural health does have its problems. The closing of small town
hospitals and the retiring physicians who are having a hard time
finding someone to replace them, but there is a hright spot and
that is the rural health clinic set up some 10 years ¢ go to meet the
needs of rural America.

We thank the U.S. Congress and our own Sta‘e legislature for
setting up rural ambulatory care clinics which are providing a
most valuable service to rural America. Thank you Senator. Dr.
Robert Hayes, he wanted to thank you, he could not be here to tes-
tify, but this has become a very valuable thing to the western
South Dakotan, and if you are ever in Wall, coffee is still a nickel
at the drug store. So feel free to stop please.

[The prepared statement of Mr. “stis follows:]

5 ¥ ALY ek

Yol PO % Wt s

S DYVENC Y PR



R

92

PREPARED STATEMENT OF Davip CusTis

The Rural Health Concept

In attempting to provide the rural areas of the State of South Dakota with
primary health care, the 1974 South Dakota Legislature, by Legislative mandate,
charged the University of South Dakota School of Medicine with the task of
developing and implementing a four-year degree granting Medical School that
would place emphasis on Family Practice.

Further concern for providing health care to the rural areas of the State
of South Dakota prompted the 1975 Legislators .o appropriate $60,000 for the
development and the implementatioi. of a program for physician exténders.

In its charge, the University of South Dakota School of Medicire developed
the new program under the direction of Dr. Robert Hayes. The plan caf]ed for
physician extenders to be located in Wall, Murdo and White River with Dr. Hayes
supervising all three extenders from Wall.

Community support for the physicians extender program was overwhelming
and a local volunteer non-profit committee was quickly organized to supervise
the business affairs of the proposed clinic. Financial support for the project
not only came from the Federal and State government but also from community
minded citizens, organizations and Local government.

Over the ten-year history of the Wall Clinic, many things have changed.
The most significant thing being that the Wall Clinic has grown from a
government supported entity to a nearly self-supporting organization that is
providing Rural Health Care to a community that cannot afford the full-time

services of a doctor or hospital.
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The clinic now contracts privately with Or. Robert Hayes as supervising
physician and the nine persoc. volunteer board of directors meets monthly to
assist Physician Assistant, David Custis, with the financial affairs of the
clinic.

The magmitude of operating a rural climc, 50 miles from Rapid City

Regicnal Hospital, and the challenge it presents can bast be summarized by

Mr. Custis.

in Rural nmerica there is a defimte ma]diétribution of doctors. Health
Care Providers tand to go to large cities where they can make a standard of °
Tiving suitable to their life style.

Thus, clinics like Wall, Murdo and White River had to be set up to meet
the medical needs of Western South Dakota.

This past year the Wall Clinic saw 3,689 patients. The area in which the
clinic serves is a 6,000 square mile area. Many of these patients have to drive
over rough gravel roads to get to our climc. However, you never hear of any
complaints because without the clinic in Wall many of them would have to travel
anywhere from 70-100 miles one way to see a Health Care Provider.

when I first came to Wall I received 2 call late one mght from a mother

who wanted me to see her little girl who was complaining of a severe earache.

1 asked how long it would take her to get to the clinic. She stated about an
hour since they lived 45 miles north of Wall.

Dr. Hayes and myself treat both the young and the elderly. But I believe
the best service we provide is the care for the elderly. Here is an age group
in which it becomes more and more difficult to travel 50-60 miles to see 2
doctor especially when they do not have any means of transportation to take them
there. Mot only do we provide care at the clinic but will make house calls

when they are unable to get to the climc. Last week on a cold, snow,s night

AEEVE YR

BEST Cory AVAILABLE

LK
13

SN 39

O

ERIC |
Sy, 112 0 - 85 - 4 ‘ I8




i e

ERI

Aruitoxt provided by Eic:

94

I traveled to Ouinn, five miles from Wall, to see an elderly man suffering from
the flu. The daughter thanked me over and over for being here because it is
tough 1iving in no where.

In the summer time when the tourist season 1s in full swing in Wall, the
tourist come to the clinic with anything from sore throats to congestive heart
failure. They are 3lso very thankful for the clnic in Wall. So much, that

last summer I saw 2 patient from Chicago with a sore throat. They had heard

about the clinic from their neighbor who had been in the clinic a month earlier.

In the rural areas we have been reading about Ambulance Services closing
down because of not enough volunteers. In vall we have a crew of ten 81-hour
EMT'S and one Special Skilled Ambulance Technician. I can honestly say this
crew has saved countless Tiwves and it is frightening tec hear where sméll towns
are losing this valuable service.

Another important part about Rural Health is the Home Health Care prévided
by our Public Health Nurses and Home Care such as what Rapid City Regional
Hospital has set up for our area. This helps people to stay in their own homes
as long as possible.

In talking about Wall one cannot leave out that Wall Drug is not only a
souvenir shop but al“o has a well-staffed Pharmacy who also serves a 6,000
square mile area.

So in conclusion, Rural Health does have its proolems; the closing of
small town hospitals and the retiring physician who is having a hard time to

find someone to replace him. But there is a bright stop and that is the

Rural Health Clinic set up some 10 years ago to meet the needs of Rural America.

We thank the U.S. Congress an¢ our own State Legislature for setting up

Rural Ambulatory Care Clinics which «re providing a service to Rural America.
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Senator ABpNOR. Thank you for that outstanding report. I am
well aware of the work you and Dr. Hayes do, I watched you start
out at Wall when I was still in the State legislature almost. Any
way, Xou have been there a long time. This points out something, I
would like to have people back East and in Congress know that
people spend an hour to get health care, and that is probably
almost the average out in your country.

Mr. Custis. When I told a rancher what I was going to do, he
said good, and go tell Senator Abdnor I drove 60 miles to see you
and if I went to Rapid I would have to drive 140 miles one way. So
they have their problems, and they have their problems with
ranching, but there is one bright spot they do see.

Senator ABDNOR. This is the kind of information we need and I
hope we get it from other parts of the United States. Everything is
not perfect where it might be. They often have an abundance of
medical technicians and doctors and everything that goes with it in
large big cities, but rural Ameriza has been skipped in many cases.
Next witress is Frank Drew. I guess Mr. Drew is not here. Is Mr.
Bill Bergman here? Good. From the University of South Dakota.

STATEMENT OF BILL BERGMAN, PROFESSOR OF BUSINESS STA-
TISTICS, SCHOOL OF BUSINESS, UNIVERSITY OF SOUTH
DAKOTA, AND DIRECTOR. HEALTH ADMINISTRATION PRO-
GRAM

M:. BERGMAN. Senator Abdnor, folks, colleague Jerry Johnson, I
don’t know exactly what hat I am wearing here today because I
have played in a lot of arenas. I am a native South Dakotan, I am
a professor of business statistics at the School of Business, I am the
director of the Health Administration Program. I didn’t really
cc ne with a prepared statement, but 3 minutes ago I heard my
name mentioned and I whipped out one. I would like to give this
statement.

I am here to express my pleasure, Senator Abdnor at your rural
initiative, I offer my support. As I said, I don’t have a prepared
statement but I am here to say that I accept your invitation to join
the Abdnor task force on the rural economy. Whatever expertise I
have developed over the years I volunteer to help put in to perspec-
tive the needs of my native South Dakota, and of rural America.
With that objective in mind, and listening very hard to what is
being said here today, we are hearing South Dakota speak today,
building on the past, cognizant of the present, working together, we
will develop strategies, we will cope with this adversity, we will
adjust, and we will survive. South Dakota has truly one outstand-
ing asset, that is this highly trainable, highly adaptable people.
Let’s get our confidence up. Working together, we can do it, thank
you.

Senator ABDNOR. Thank you. Our next witness is Paul Stahl of
E{ridgewater. I believe the next witness following Stahl will be Joe

ieran.

STATEMENT OF PAUL STAHL

Mr. StaHL. Thank you Senator, we are planning on getting down
to the real issues. I am a 62 year old far.ner from McCook County,
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I started farming on a regular basis when I was 13 years old. Today
I have six sons farming with me. Farming has always been a hard
life. There are many things we can handle. We can handle drought,
flood, and many things we can handle, but I would like to talk
about some things we can’t handle.

We can’t handle unfair competition, unfair competition from for-
eign governments. Let me explain. My son with his father-in-law
has an annual registered sale in Bidman, ND. In 1983 I went to
that sale, there were many Canadian buyers there, and they made
three real good sales, the Canadian buyers on these bulls. They
found out they couldn’t get the bulls home. It took 90 days to take
those bulls in to Canada. Then they went and inquired how fast
these bulls could come in from Canada, it took 24 hours. I oversee
sort of seven farms.

In 1984, let me say we are hog farmers mostly. We sold our hogs
to Morrell for 24 years. In 1984 we came to Morrell and backed up,
we couldn’t unload the hogs. They were full of Canadian hogs, we
had 1 find a different market. That went on all summer. McCook
County hadn’t fed any fat cattle practically for 10 years, not be-
cause we are inefficient feeders, we have the corn, we produce the
calves and can feed them, why can’t we feed them? Your tax laws,
Senators, prevent us from it. Not because you were inefficient,
same way with the company putting up the big hog operation in
Nebraska, we can’t compete with it.

Senator ABDNOR. Thank you, Joe Mieran.

STATEMENT OF JOE MIERAN

Mr. MIERAN. First of all I would like to commend you for two of
the bills on the table S. 371 on farm credit and S. 244 which deals
with tax laws in farmizg. I think these two are issues that are very
vital to the farm economy. First of all, many farmers need credit,
and I think this wil} help along with that.

Second, we can not compete with tax loss farmers, people who
make a lot of money in other business and then use farming as a
tax loss credit. I think another vital issue is that we need, we
cannot compete with foreign government subsidies. You mentionad
France before, I think it is somehow our government needs to sub-
sidize us. If it is not a direct subsidy, it has to be some type of law
that will enable that. Another thing I think that farmers may need
is some legislation, however it might be, to encourage more small
farmers so that there is more revenue generated in the small com-
munities and I think that will in turn benefit your small communi-
ties, thank you.

Senator AspNOR. Thank you Joe. I just want to say that we are
working hard on those two particular bills, and I couldn’t agree
more on the foreign competition. We all know one of the biggest
problems we have is that we start out at a 30 percent disadvantage
when the product is sold overseas because our products are so high
in relation to other countries, this is a serious disadvantage. It is
something that has to be paid attention to if we ever hope to get
back in the export market. We are falling off. Our balance of trade
is going to be a deficit of over $140 billion this year. It wasn’t too
many years ago when it was a plus. So, it not only affects agricul-
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ture but the whoie economy of the country. That kind of a deficit
takes away a lot of jobs in this country, I can assure you. So, we
appreciate your comment.. The next gentleman is Bill Schraeder.
Is Bill here? 1 understand Ms. Pat Overweg and Mr. Schraeder
want to come in together, that is fine.

STATEMENT OF PAT OVERWEG

Ms. OVERWEG. Senator Abdnor, Bill and I would like to share
with you some of our concerns with our local FmHA. We believe
that ¥mHA in Aurora County has acted irresponsibly. We went in
there to apply for a loan and we were told that there was no sense
in us even applying, they couldn’t help us any way. This forced us
in to a chapter 11 where we lost all of our cattle and all of our
hogs. The FmHA people were very rude. When you go in there you
are made to feel worthless, you are made to feel ashamed. You are
always called a poor manager and in the next breath he will tell
you that he realizes the problems out here are adverse weather,
low prices, and high interest. The FmHA people are not informed
of their loan limits. When we went in in November and applied, he
told us he said you are over the limit, and the limit is $100,000. In
April 1984 the limit had been changed to $200,000, and our super- -
sor didn’t even know it. Qur supervisor has showed favoritism.

In our county it is not what you know, but who you know. There
is money available to certain people and a lot of it. We have got
proof of this by mortgages where he said he was only allotted
$300,000 for the year and we found $500,000 that he loaned against
land alone to six people. And it ranked from anywhere from 2
years to 40 years. They don’t know their appeal procedure. If it
wouldn’t have been for Les Mehlhaf we could never have met with
our county committee. It took four phone calls that day to appeal
back to the corumittee.

Our supervisor fought us all the way until Les tinally called
Washington twice and finally called back and he said these people
have the right to meet with the committee. We met with the com-
mittee, but by then it didn’t do no good because our supervisor had
gotten to them first and all they did whan we walked in was look
at their clock and their watch and tell us we had 30 minutes to go
over everythinfg that happened in the last 2 years. They have never
informed us of our deferral rights. They have never, or the rights
to reamortize anything.

I went to a meeting at Oldhan and I talked to Mr. Gunderson, I
should say I was very upset when I talked to him and very mad,
and I told him what was going on and he said he would meet with
me. So I went up there and met with Dexter Gunderson, and we
walked into this rcom, sat down and we had tape recorders going
and he pointed to me and said you are going to do all the talking,

ou have made some serious allegations here and I want them
%rought out. At present was cur supervisor Larry Colbridger, and
our District Man, Mel Simeck and Mr. Gunderson, and ir., oh, I
can’t remember the administrative official’s name, and myself, and
Monte Haugen and my husband, and I did most of the talking and
when I got done, I asked Mr. Gunderson what was the result or if
they wanted to ask any questions and he told us it was none of our
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business, that it was an administrative problem and that he would
handle it. Nothing has been done, we were never told what we
were going to do, if we can get in to FmHA or not.

Last year in our community we had three suicides, and due to
the stress on the farm, and I am afraid we are going to have more
to follow if soraething is not done, what is happening out there is
very serious and I don’t think our boys in Washington realize how
bad it is out here. We have got to keep these young farmers going,
and as farmers like my dad’s age that are being done in and it is
not right. I am not up here to give any ideas on how to stop it, I
guess I am not smart enough for that, all I want to do is farm and
keep my farm. I have a petition here, Bill and I have, that was
signed by over 150 people in our town or our county that the super-
visor Jake Garen, a lot of people were scared to sign it because
they were afraid if he seen the signatures on there that they would
be in the same boat we are in. We feel that that is why we can’t
get a FmHA loan is because he knows we put this petition out, and
we would like to turn this in as testimony. Thank you.

Senator AspNoR. Thank you, Pat. Mr. Schraeder.,

STATEMENT OF BILL SCHRAEDER

Mr. SCHRAEDER. Senator, my statement is pretty much the same
as Pat’s. I have the petition here. We were cautioned this morning
not to look [or villains, unfortunately there are villains out there,
and I think in our own situation here, an investigation would be in
order of our county FmHA office. Any nelp you can give us there,
you know, would sure be appreciated. I was once told that county
supervisors get a bounty for all farmers that they can liquidate
before they are in so far that they can’t clear their self. I ap-
precached Dexter Gunderson with this, asked him directly, he said
no, he says fyou have that wrong, that is not a hounty, he says that
is a bonus for office management. Whatever you call it, you know,
the results are the same either way. Whatever terminology you
use. So here is the petition and I v-ill submit that to vou.

Senator ABDNOR. Thank you, Bul It is hard to ree.{ize this sort of
thing is happening and we will certainly try to check into it.

Mr. ScHrAEeDER. This is why I would like scme type of investiga-
tion to find ¢ it exactly what i going on and if FmHA is setting up
to work against us or for us.

Senator ABDNOR. Are most of these people people who have had
business with the FmHA or are a lot of them supporters?

Mr. ScHrRAEDER. We found it easier to get people in town to sup-
port it and sign it \han we did farmers, because the biggest reason
we got from farmers to not sign it is we have to go into FmHA to
apply for services, we don’t want to cut oar own throat. Most
people in town who signed it said I have nothing directly to do with
FmHA, but his own attitude strikes me wrong, you know.

Senator ABDNOR. Is it more of an attitude or was he unfairly
judging these? I mean sometimes people can’t say no pleasantly
when you have a problem. The people who have these problems
really have been eligible in most ways for the loan?

Mr. ScHRAEDER. A lot of the people I talked to out there when )|
was visiting with them said never again would they ever go into
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that FmHA office. They went into inquire about what help might
be available to them, and they said when they left there they felt,
you know, really put down, they said they would not subject them-
selves to that kind of treatment.

Senator ABDNOR. Thank ycu very much. I appreciate having
that. It is easy to prepare a bill for everybody’s problem, they give
you something to talk about. But one of the bills I am preparing I
feel very strongly about. I started reading about Secretary Block’s
partners borrowing $600,000 from FmHA and I found out that even
people in South Dakota add up to $1 million and $3 million in
loans. I tried to remember how FmHA got started and what it was
all about, so I had my young agriculture legislative man work with
the Library of Congress, we have been researching the FmHA law
ever since it was put into being and the changes which have taken
place. I think it needs restructuring and brought back to what it
was originally intended for. We want to make sure we have the
right form and bill when we do it. This is ridiculous, this is not for
people to speculate, it is supposed to be something to help people
get through a tough time. For a million dollar loan you can make a
lot of small onos that would serve a very useful purpose. We are
looking into that, and we hope we can find support .>r that, be-
cause that botkers me and I want you people to know this. I know
how you feel and how emotional this probl~~ is, but I have been
hearing comments from the people on comm..ees who handle this,
including the Chairman of the House Agriculture Committee. The
secretary and his partners maybe rightfully so, for the big loan the
gentleman currently was asking for is $600,000. The only thing
wrong is that it was legal, with the way we are administering the
program it was perfectly legal. I wish I could tell Mr. Delagrasso to
quit complaining, and long ago put some legislation in to restruc-
tuce it. Well, we are going to, and I hope we can come out with a
workable bill.

Ms. OvErwEG. I would like to put something on to what I said.
We have 8 hours of tape where we have taken it in and taiked with
our supervisor. We have proof to what we said. There is 8 hours of
tapes on there where he tells us that we have 33 percent return on
our farm plan, and I am going to tell you just like he said it, he
said hell, Ivan, this thing looks too good and he kicked us out. He
said if all farmers had 33 percent return on their investment, we
wouldn’t have the problem we have today, and we were done.

Sengtor ABDNOR. You say you know Les well and we can stay in
touch?

Ms. OVERWEG. Yes.

Senator ABDNOR. Its been brought to my attention that we need
to have a break here. I think tha. the people have prepared a
lunch in the back. Wait a minute, let’s make this announcement.
We will recess for about 30 to 40 minutes. We will come right back
and take witnesses from the audience.

[A lunch recess was taken at this point.]

AFTERNOON SESSION

Senator AepNor. We will bring the subcommittee back to order.
Our first witness to start off the afternoon is Lois Kirschenman.
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STATEMENT OF LOIS KIRSCHENMAN

Ms. KirscHENMAN. I do appreciate this chance. We have made a
lot of phone calls in the last, I would say the last 6 months. We
have called a lot of people trying to get their ear, trying to tell
them there is a problem out here, 80 we do appreciate this.

Senator ABDNOR. Thank you.

Ms. KirscCHENMAN. I, myself, am just a farmers wife. It never oc-
curred to me that I would ever be in a position like this to have to
beg for food for our family, and the right to produce food for a
Nation and the world. We have four children, and the oldest one is
14, she drives a tractor, she did most of the field work this fall, the
youngest one is six, we have had to go to burning wood, to keep our
home warm because we do not have fuel, we canrot afford to buy
more fuel, so we have a stove in the basement and she carries in
the wood. There is a lot that we as family farmers do just to sur-
vive.

There are twc things in our Nation that are realities. The first
thing we heard a lot about at the inauguration and that was the
homeless in Washington, DC. It is not Jjust the farmers that are
having problems, it is not just rural America. There are homeless
people 1n Washington, DC, there are homeless people in all our
large cities. We are appalled that this happens to a Nation that is
streng. If there are already homeless people in our cities, where do
the farmers go when they are homeless. It is happening. I know of
two families that have been evicted. I know of another one they are
trying to evict, I know of another one they are trying to sell his
mechinery. I know of z fourth one who is not in default, is worth
three times more than he owes and he has been asked to seil his
sows and his cows. The only income that man has. His only cash
flow, PCA asked him tc sell them. To what end, I don’t know. He is
producing. He is producing grain to feed them with, he is produc-
ing red meat to sell, but PCA says you are going to have to either
go to another lender or have an injection from your father-in-law
to keep your farming operation goiny.

We have, I don’t know if you would call it a hot line, somethimes
I call it a desperate line. It was never set up to be a hot line, and I
really never knew when people started calling that it would run in
vo this problem. People call us that need food. People call us and
say I am going to be evicted, we are being foreclosed upon, what
are my rights. As a result of this, I have studied this, and I have
come to one conclusion from this morning, and it changed my com-
plete line of speaking to you and it was this, the economists of this
State say that it is going to be a continuing trend.

We should have more industry, but our industry is laying off
people by the thousands. I don’t know what the answer is. The pro-
ducers of food are producing, and it is being sold and it is being
used and it is %oing right on down the food line, and the farmer
cannot manage? Why? Is it because somebody else is meking the
profit on his food. Food costs go up, but the farmers costs or the
farmers return for that food does not go up. I am telling you the
problem. Now, one more thing, we Pay interest. Our businesses pay
interest, our Government pays interest, where does the interest go?
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)| gea})ly would like someone to tell me. Where is that interest
going?

In 1976 we were told interest was 8 percent, we expanded into a
hog operation at that time. By 1981 we were paying 19 percent in-
terest on 3 month notes. Everything 3 months that came due, and
it was put on to another note. And that note charged interest on
the interest. That is compounding of interest. We are poor manag-
ers. There was only one way to continue farming, and that was to
borrow the money oiie more time. The interest continued. We
couldn’t pay off that note because our expenses weren't met. Even
though we were producing a thousand 220 pound butchers a year
where before we were only producing 300, ‘we still couldn’t pay it.
We had to borrow on a debt to pay a cebt. Is that possible because
we are poor managers?

The banks flourished, they built buildings. PCA flourished, they
built bigger buildings. The industry, the businesses in our State
flourished because the farmer was producing—maybe I should get
back to the purpose of agriculture, the purpose of a sound credit
system for iculture. It is declared to the policy of Congress
recognizing that a prosperous productive agriculture is essential to
a free Nation, and recognize the growing need for credit in rural
areas, that is the purpose for credit.

Now, we heard a stoniy this morning that touched our Senator
Abdnor’s heart because I could see it on his face. Those people are
still on the farm, they are struggling, they are burning wood be-
cause they can’t afford oil. Now, we are wondering about our lend-
ers. Our banker came out, we were very apprehensive. He reas-
sured us, he said I know when you go under we go under. But he
said your equity is gone, but he knows also that our equity drops 50
percent. He knows that, and he says he can’t understand why.

Now, we are the producers of food in our Nation. Congress recog-
nizes that producers of food are the basis of a strong economy for a
free Natior. Now, we have—it is a heavy thing to answer this
ghone day in and day out and knovs that there is nothing we can

o, we can’t go to our courts and get justice because there have
been laws made that say that a farmer has no rights, and we have
been trying to fight the farm credit system, and I feel like that the
things that we have seen in our Nation in the last 4 weeks are
things that should be investigated.

I think our Federal credit system shou!d be, have a grand jury
investigation in this, and I have here something from Congressman
Daschle that was put over the air that said that Federal Intermedi-
ate Credit Bank of Omaha is in bad trouble financially. A week
later came over the news farm broadcast, Reno, public affairs spe-
cialist, the farm broadcasters are to give this and it says PCA is in
a very good position financially, Federal Land Bank is in a good
position financially, and the farmers cannot send a farm broadcast
and say this is the way it is, but PCA and Federal Land Bank can.

1 also have here it is a declaration of policy for Federal Land
Bank and PCA’s, they recognize that there is & problem: out here,
they also tell us .here is a policy of forebearance. We have not ex-
perienced this policy of forebearance in ou: area. I told you about
those people that have been foreclosed on that weren’t in default,
the people that have a good equity and do not have a chance to
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work themselves out of it, that isn’t forebearance. Now, I realize 1
have taken my time.

Senator ABDNOR. I know your story needs to be told, I don’t want
to cut you off, it is just that I have a whole stack of other people.

Ms. KirscHENMAN. 1 know you do, we appreciate your effort of
coming out and talking to us, but I would urge you Senator Abdnor
to get some farmers in there on that board. I realize the economists
can see the situation, but the family farmers are the ones who
have lived with it, who are suffering with it, and maybe they can
help you to deal with this.

Senator ABDNOR. Heaven knows we need all the help we can get
to get this message across. You tell a very telling story and I wish
we had some quick answers for you. Hopefully in the days ahead
something is going to help the situtation. I did introduce legislation
in that I am getting a lot of interest in which would allow farmers
to keep income for living expenses for planting their crop before
FmHA is allowed to receive payments from the farmer. We have
‘opes for that, and I realize it is just a small part, but everything
helps in this kind of a case.

Ms. KirscHENMAN. How do we pay it back, we can’t meet our ex-
penses, we have no hope of paying it back. I a preciate this, there
1s something being done s0 we can plant, but wﬂy should we plant?

Senator ABDNOR. You make a good point.

Ms. KirscHENMAN. If we can't pay it back. I mean if the food
producers stop producing.

Senator ABDNOR. You are in Hutchinson County?

Ms. KirsCHENMAN. I am in Yankton County.

Senator ABDNOR. You were flooded out 2 years in a row.

Ms. KirscHENMAN. Yes we were flooded out this spring.

Senator ABDNOR. I know prices are horrible and depressing but
those floods probably caused more problems than anything espe-
cially without a crop.

Ms. K1rsCHENMAN. Yes.

Senator ABDNOR. Thank you.

Ms. KIrscHENMAN. I want to thank Les Mehlhaf for sticking in
there and listening to us.

Senator ABpNOR. He is a good man, he is real good at that.
Thank you. This next gentleman uses a Ccdy, NE, address but I
know he lives in South Dakota because we have business with him
from Washington ever since I have been back there, let’s hear from
Garth Barnes who has come all the way from Cody.

STATEMENT OF GARTH BARNES

Mr. BarNEs. Thank you, Senator. I would like to sa{ it is a privi-
lege to be here right now. Specially a privilege to follow this lady
that was just up here before me. While listening to her, I pulled a
sheet out of my files, a short paragraph I would like to read, it is
dated January 23, 1985, it is a letter to the PCA and NFBA presi-
dents signed by John Harling, president and chief executive officer
of the Omaha FICB. Paragraph here the Omaha FICB continues in
a sound financial situation. At the end of 1984 the FICB had $208
billion in net worth which is up from $193 million in 1983, Earn-
ings for the bank in 1984 were $17 m:iliion. This strong financial

Q
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base and good earnings illustrate the Omaha FICB continues to
have the financial strength to deal with the problems at hand.

I e a rancher from about 40 miles southwest of Mission. I will
speak from that basis today. Number ore. Number two, I am also
President of an organization of PCA shareholders of north central
Nebraska and south central South Dakota. In that organization
alone I will be representing 600 plus shareholders that are in the
Broc%s of being liquidated or had business with the O’Neil and

alentine PCA’s. We, to put a little frosting on the cake on top of
the PCA liquidation, we had two banks go under down there within
about 14 days at the same time. Of those two banks, 70 percent of
the loans were not accepted by the new banks that come in. Over
%% € rcent of the loans in the PCA were not accepted by other

s.

The loans that were accepted by the PCA’s were on a 90 ;i:g’
basis and they had to furnish additional collateral to be acce%C .
On top of that they had their 10 percent stock in the old
which was frozen, they had to buy another 1t percent stock in the
new PCA, so to get a loan it was 20 percent stock. We aze faced
down there within the next 90 days to 6 months with mass or nu-
merous replevin orders, liquidations, and such. I have spent many
a night up to midnight in the position I am in, people calling me
and talking to me. And they were saying one thing, help. It is des-
perate. We need the help now. We are not in a crisis situation, we
are desperate.

Another thing, I think the farmer is getting very sick and tired
of subsidizing the consumer. It is an old game where we have got
cur backs to the wall. Something has got to be done on that. So we
either have got to have higher prices, and you know the story on
that, or lower interest rates. I think something can be done on the
interest rate. What I would like to propose now, I am not an econo-
mist, I would like to propose it, it come through an FmHA officer I
visited with several weeks ago, I am not about to mention his
name. I would do it privately with you. He said we are not using
the money we get efficiently. He said what I would suggest to {ou
is an 8 percent interest subsidization, and I put this in myself I
figure it is on a 5 year program.

Before you could be eligible, I am looking at this as an emergen-
cy thing, before you would be eligible it would require three bank
turn downs so not everybody could go in and get it, it would be
only the people that applied at banks and been turned down. So, I
think very quickly you could realize what the effect of each dollar
would be instead of guaranteeing a loan as we do now using up the
entire dollar on an 8 percent interest subsidization, you would in-
crease the value of your money actually used by 12% percent. 1
will move on into the farm credit system.

We have been up and down this road tremendouslzy in the last 30
days or so. On February 2, I met with myself and 12 other farmers
met with FICB banks in Omaha for approximately 2 hours, a meet-
ing that was sponscred by the Iowa Farm Unity Coalition, no
media there, we presented our demands and so forth and hopefully
made some headway. On the: farm credit system itself, it is very far
off track. It is operating outside of its policy, its rules and its regu-
lations.

108 ..

-




p=roe
r

104

Number one, I would like to see all PCA'’s, FICB get professional
independent audit, now they hire their own accountants, they do
their own inside audit job. Like our own PCA we are having our
liquidation, we have only the facts they are telling us, we feel we
have a right to have those facts. :

Senator ABpNOR. This is over all the PCA’s, this group of people, 3
this was from several States you had this meeting?

Mr. BaRNEs. Yes, the State of Iowa basically and Nebraska. Your ¢
Omaha FTCB has the States of Iowa, Nebraska, South Dakota, and
Wyoming, so it is this area also.
dited%ator ABDNOR. You are calling for the whole system to be au-

Mr. BARNES. Yes, the entire system across the countrv. They
have got new loss sharing rules that was put in about the first
week of December. Where all of your FICB banks can bring their
assets together and bail out individual FICB or PCA’s, we would

ike to see those rules implemented and assured they are going to

use them. If necessary, Congress should recapi its farm credit
system. It would cost a lot less now than it will down the road, be-
cause it is teetering. The information I picked up in the last 2 .
months, we started this on December 7, where I started getting in- ... ;
volved, and I will tell you I have taken a whale of an education in :
the last 60 days. The entire system, they say is in trouble. OK, the 4
entire system across the country had a $9 billion caﬁltal asset this ¥
i

" ;

<, N
P .
ol R 2

P
A S i va >
% 815 LR Bt Bt Wbl 820 2 (LA s A1,

last year, they had profits between $425 and $450 on.

I don’t think there is any excuse for any PCA to be liquidated
anywhere, specially with these new rules. Like this lady before, 1

'lcallforittoo,Iwillcallforatoptobottomoongressionalin—
vestigation of the farm credit system. It is directly responsible to
Congress. Now your credibility gap, I would say 5 years ago almost
every farmer that walked into a loan officer and he walked in -3
there, and there were no credibility gaps, but in our country now it -t
couldn’t be wider. I mean it, it takes up bankers also. This is what
hurts. We would like to call for a bill of rights, FICB bill of rightr,
documents would include the rights of a peal, the rights of fore-
bearance, the rights to get our personal file, our own personal files
that we have signed that we have done business with the PCA,
they are not allowing us to get them now, liquidators will not.

Senator ABDNOR. Why is that?

Mr. Barnes. They say no. We have met with them, T have been
on committees that have met with them, and we, I was in confer- i
ence with attorneys Saturday, and there will be a legal process, I 5
think we can get them through legal process, but those are files of :
our own. We need them to go out and ge other loans, see. Also ‘
same thing with the by-laws, corporate by-laws. I had a gentleman 3
in part of tinis organization the other day that did get his, it cost ¢
him 50 cents a page to get them, the PC liquidator in Valentine,
NE charged him 50 cents a page. Could have gone to main street in
Valentine and got the same thing done for 15 cents on a commer-
cial basis.

We tried to get the membership list to call meetixlxﬁ of this orga-
nization we are in. The laws state that somebody like a sale ring
operator should be able to get them. We in fact tried to get them
ourselves, we had a sale ring operator try to get them, couldn’t get
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them. We have a letter to the FICB president in Omaha with about
50 signatures on it, we will be turned down I am sure on that. They
have terminated our stoch, no notice.

Just briefly on this young and beginning and small farmer
alicy, th~se people are supposed to repori to the subcommittee in

ngress on their activities, they sent two GEO reports there
saying they have this implemented. John Harling, president-of the
FICB in Omaha stated at that meeting on February 2, the law was
too vague, had no teeth in it, could not be used. In fact, I had my
oldest son 26 years of age apply for one of these loans, he got
turned down, and we could not pick up a copy of this policy. On
liquidation policy on these liquidators, there is no set licy, and
this again I was questioning John Harling on this directly, there is
no liquidating policy rules or regulation. The liquidator is sent out
there under contract to collect money under any way, shape, or
form he can do it in.

So I feel we definitely need a handle put back on to these people,
complete investigation top to bottom, and put the farm credit
system back on track where it should be, because it is teetering
and if it goes under, lord help this country, we are in trouble. St.
Paul FiCB bank is planning expected two thirds less farmers by
1995, and since 1981 there has been 60 PCA’s either liquidated or
folded either through liquidation or so called efficiency reasons.
Now I thank you for coming Senator, and we will appreciate every-
thing and anything you can do for us, because we need help.

Senator ABDNOR. We appreciate your comments and I know from
working with vou in the past—would you mind staying at the mike
a minute.

Mr. JounsoN. Was it my understanding that the meeting you
were in Omaha, and I am a little bit familiar with that, was it cor-
rect that the farm credit system at that time had indicated, and I
understand there are three parts to it, all right, and because of the
change in the distribution of the losses or how they share the dis-
tribution, was it my understanding that for the first time they
were ?going to be forced to go in and borrow from the Federal Re-
serve?

Mr. BARNES. There was no comment by any of the officials there
they were going to have to borrow. In fact, we asked why the
didn’t refinance or ask for refinancing, and they said that wouldn’t
be good for our bond market,

Mr. Jounson. I agree with you the credit system needs a lot of
work, the farin credit system.

Mr. Barnes. It does, and I hope we get it because I want to see it
survive.

Senator ABDNOR. We will be very interested to see what we come
up with. Mr. Jahr has been assisting me, I think you visited with
him once before and we will certainly keep u‘% and try to keep on
with it, on this latest proposal to come out of Washington by Secre-
tary Block which was done by regulation and not by law, but
where will they help if your one PCA closes down, will they help
you start up with another bank? Start up finding another lending
institution for the individual?

Mr. BArNEs. 1 haven’t seen anything yet, I haven’t studied it
completely.
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Seaator ABDNOR. Well, it is short term, but immediate. I know it
doesn’t go far enough, I am not trying to suggest in sny way it
does, but in some cases I know they are supposed to be doing that.
Have any of you fellows had a chance to look at that? I think what
it does, they give a guarantee loan to up to 90 percent of the new
loan the bank would take over and also would require the write-
down of the interest.

. _ Mr. BARNEs. These guarantecd loans are fine for some people,
first you have to have & bank that will go with you.

Senator ABDNOR. I have not had a chance to see how they are
administered, but the intent is to help a person, who because of a
bank closure or PCA closure, has nowlere to go. I don’t know how
successful it will be, but if it did do that it would be of some help
right now, wouldn’t it?

Mr. BARNES. I am sure.

Ms. KIRSCHENMAN. If they qualify.

Mr. BARNES. You have to qualify on the old rules, I know I
checked into this on the older rules, first off you had to have a
bank. We couldn’t make that petition ourselves, the bank had to
make the application for the guaranteed loan, that killed us right
there.

Senator ABDNOR. Thank you.

Mr. BARNES. Thank you very much.

Senator ABDNOR. Delwin Schmidt of Parker.

STATEMENT OF DELWIN SCHMIDT

Mr. Scumipr. I am finding out that Minnesota and Iowa are
more lenient on the State FmHA level than the State of South
Dakota is of taking some of these private lenders like the banks,
for example, or a bank loan, or PCA loar, and they want FmHA to
help refinance that loan, and right now my understanding is it is
entirely up to the discretion of the State director of the FmHA. Am
I correct in making that? Why don’t we have a unified system, be-
cause down in Iowa there are banks, after banks, after banks are
helping their lenders who are in trouble financially through FmHA
guaranteed loans. In South Dakota they are just dead set on
making any loans.

Senator ABDNOR. I appreciate knowing that. Our biggest com-
plaint lately was that if you never had a FmHA loan previous to
today, you are not likely to get one. If the FmHA has the funds to
loan out they give priorities to those that they already have a loan
%ith}.l.l think that is pretty general beczuse I have heard this in

ashington.

Mr. BArNES. In Winner 1 was told by the FmHA officer down
there they had $151,000 for I think it is a four county area down
there this next quarter. Right over in Valentine, NE they brought
all of the money from the State, basically all of it in and they had
up into the millions. That is between the two States.

Senator ABDNOR. Thank you, I am sure there is a certain amount
of discrepancy on the part of the State. We can find out more about
it

‘Mr. ScumipT. What I was wondering, is Jowa getting and prob-
ably southern Minnesota because of perhaps more farmers in deep
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trouble because of excessive land prices, a drop of 50 percent-in
land prices, are they getting, they have access to more money out
of Washington than we do here in South Dakota?

Senator ABDNOR. You are asking me a question I can’t tell you.
Off the top of my head, I thought it was prorated out probably on
an equitable basis.

Mr. JouNsoN. That is my understanding too. I think they have &
formula, haven’t they, that they use.

Senator ABDNoOR. That was my understanding. Of course, I sup-
pose if they have disasters they find additional money, but other
than that I am sure the money that goes out is on an equitable
basis. They may be able to pump other dollars in for emergency
basis, I am not sure. I think we better move on. Chester Sorenson.

STATEMENT OF HON, CHESTER SORENSON, MAYOR,
FREEMAN, SD

Mr. SORENSON. Senator, as mayor of Freeman, I sure want to
welcome you and your staff to Freeman, and as a concerned citi-
zen, I think you know that the small towns and cities in this great
State of owms needs all the help that we can get, and the only way
we can get that is through our agricultural people throughout the
area. Freeman has always prided itself as an independent commu-
nitxl working together for progress.

though we have benefited from Federal and State grants and,

loans programs through the different environmental protection
agency and the law enforcement assistance and outdoor recreation
and many, in the last 12 years the town has had $1 million for the
city in 12 years. And we rely on our growth in this city to keep us
going. Although the later years now, the population grov th since
1950, which was 54.9 percent, but much of this growth has been
found to be non-working in population. For example, more than 42
percent of our residents are over 60 years of age. In 1970, this per-
centage was only 36 percent.

The problem we face in the lack of employment and opportuni-
ties is to keep our younger workers here. According to the informa-
tion provided by the Business Research Bureau since 1980, there
have been 6 fewer businesses in Freeman. Increased population
and fewer jobs do not help our situation at all. I want to emphasize
our community has been able to take care of itself for the most
part, but we can’t continue when most areas around us are declin-
ing. What I am referring to here is the agricultural situation. Our
area is very much agricultural dominated. Main street businesses
rely heavily on the support of our rural neighbors for our contin-
ued existence.

When agriculture suffers, the local economy suffers. If the agri-
culture economy could improve, more revenue would be available
to the city. Higher taxes and levys could be set and as a result
these projects could be accomplished in a timely manner of a local
level without depending on State and Federal aid. To accomplish
*his I would like to see higher fair prices for agricultural products,
interest rates also need to be stabilized to allow the farmer, the

businessmen to operate with a reasonable margin of profit. This -

can be done while reducing the Federal deficit, but one important
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consideration to be made is that reducing the deficit should not be
Jjust a means of shifting costs to the local governments.

If the Federal Government is going to cut or eliminate assistance
through Federal programs, such as EPA, then a corresponding re-
duction in regulations governing these programs should also occur.
Local government and taxpayers cannot afford to operate under
some of these strict regulations with the limit taxes basis and the
revenues available to them. If we would lose our revenues like is
coming to our town for every year for us to rely on fixing our
streets and so on and so forth, Senator, we will not be able to oper-
ate because in these years the only place we can get our assessed
money is on the taxes of the people. If we keep taxing these people
to try and keep what has went down, we try to build back, it just
isn’t going to be there, and this thing all has to work together like
people working together.

Many times I was in Washington and met with Small Business,
and I asked them one thing, on one project I was going to do, if I
would run that project and we had the capable people in our city to
do this work and comply with the code, would we have to have all
this high priced of engineering and so on and so fortk to make this
project work? And they said that is the only way we can loan
money in a grant of any kind. Well, I said I will tel] you one thing,
if that is the case, we will do it some way on aur own, because the
project that was 1 bid here was $19 million more to just operate
this 1 project. We got the job done without it. We can do this by
werking together. Everybody is working with tax money, we have
got to try and get together and keep it where we need it.

In conclusion, I would like to repeat that our city’s future will be
determined by the agricultural community. Any relief that can be
provided to this sector would indeed be beneficial to the town of
Freeman. I want to thank you very much.

[The prepared statement of Mr. Sorenson follows:]
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PREPARED STATEMENT OF HON. CHESTER SORENSON

SENATOR ABDNOR, I AM CHESTER SORENSON, MAYOR OF FREEMAN. I WELCOME
YOU TO FREEMAN AND I APPRECIATE THE OPPORTUNITY YOU HAVE GIVEN US
TODAY TO SPEAK OUT ON QUR VIEWS OF THE RURAL ECONOMY, AS MAYOR,
BUSINESSMAN, AND RESIDENT OF FREEMAN, I AM WELL AWARE OF OUR LOCAL
ECONOMIC SITUATION AND ITS SIMILARITIES TO OTHER COMMUNITIES
THROUGHOUT SOUTH DAKOTA.

FREEMAN HAS ALWAYS PRIDED ITSELF IN BEING A SELF-RELIANT, INDEPEN-
DENT COMMUNITY THAT WORKS TOGETHER FOR PROGRESS. ALTHOUGH WE HAVE
BERCZFITED FROM FEDERAL AND STATE GRANT AND LOAN PROGRAMS THROUGH
THE ECONOMIC DEVELOPMENT ADMINISTRATION (EDA), EHVIRONMENTAL
PROTECTION AGENCY (EPA), LAW ENFORCEMENT ASSISTANCE ADMINISTRATION
(LEAA) AND THE BUREAU OF OUTDOOR RECREAYION (BOR, NOW KNOWN AS THE
LAND AND WATER CONSERVATION FUND), TOTAL ASSISTANCE FROM THESE
PROGRAMS HAS BEEN LESS THAN $1,000,000 N TH- PAST 12 YEARS. OUR
CITY HAS RELIED ON ITS OWN RESOURCES AD ROV OUTSIDE ASSISTANCE TO
STIMULATE LOCAL GRGHTH.

HOWEVER, RECENT SOCIAL AND ECONOMIC CONDITIONS HAVE HAMPERED LOCAL
EFFORTS TO BRING ABOUT GROWTH. ME ARE ONE OF THE FEW COMMUNITIES
IN OUR AREA TO HAVE EXPERIENCED A STEADY AHD SIGNIFICANT POPULATION
GROWTH SINCE 1950 (54,9%), BUT MUCH OF THIS GROWTY HAS BEEN FGUND
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IN THE NON-WORKING AGE POPULAT[ON]: FOR EXAMPLE, MORE THAN 42% OF OUR
RESIDENTS ARE OVER 60 YEARS OLD. 1IN 1970 THIS PERCENTAGE WAS ONLY
36%. -

ANOTHER PROBLEM WE FACE IS THE LACK OF EMPLOYMENT OPPORTUNITIES TO
KEEP OUR YOUNGER WORKERS HERE. ACCORDING TO INFORMATION PROVIDED
BY THE BUSINESS RESEARCH BUREAU, SINCE 1980 THERE ARE SIX FEWER
BUSINESSES I FREEMAN. INCREASED POPULATION AND FEWER JOBS DOES
NOT HELP OUR SITUATION. I WANT TO EMPHASIZE THAT OUR COMIUNITY HAS
BEEN ABLE TO TAKE CARE OF ITSELF FOR THE MOST PART, BUT WE CAN'T
CONTINUE WHEN MOST AREAS AROUND US ARE DECLINING.

WHAT I AM REFERRING TO HERE IS THE AGRICULTURAL SITUATION. ~OUR AREA
IS VERY MUCH AGRICULTURALLY DOMINATED. MAIN STREET BUSINESSES RELY
HEAVILY ON THE SUPPORT OF OUR RURAL HEIGHBORS FOR CONTINUED EXISTENCE.
KHEN AGRICULTURE SUFFERS, THE LOCAL ECONOMY SUFFERS. IF THE AG
ECONOXY COULD IMPROVE, MORE REVENUE WOULD BE AVAILABLE TO THE CITY,
HIGHER TAXES AND LEVIES COULD BE SET, AND AS A RESULT NEEDED PROJECTS
COULD BE ACCOMPLISHED IN A TIMELY MANNER AT THE LOCAL LEVEL WITHOUT
DEPENDING ON STATE AND FEDERAL AID.

TO ACCOMPLISH THIS, I WOULD LIKE TO SEE HIGHER, FAIR PRICES FOR
AGRICULTURAL PRODUCTS. INTEREST RATES ALSO NEED TO STABILIZE TO
ALLOW THE FARYER AND BUSINESSMEN TO OPERATE WITH A REASONABLE MARGIN
OF PROFIT. THIS CAN BE DONE WHILE REDUCING THE FEDERAL DEFICIT,
BUT ONE IMPORTANT CONSIDERATION TO BE MADE IS THAT REDUCING THE
DEFICIT SHOULD NOT JUST MEAN SHIFTING COSTS TO THE LOCAL GOVERMMENTS.

IF THE FEDERAL GOVERNMENT IS GOING TO CUT OR ELIMINATE ASSISTANCE
THROUGH FEDERAL PROGRAMS, (SUCH AS EPA WASTEWATER TREATMENT PLANT
CONSTRUCTION PROGRAM), THEN A CORRESPONDING REDUCTION IN REGULATIONS
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GOVERNING THESE PROGRAMS SHOULD ALSO OCCUR. LOCAL GOVERNMENT
AND TAXPAYERS CANNOT AFFORD TO OPERATE UNDER SOME OF THESE STRICT
REGULATIONS, WITH THE LIMITED TAX BASES AND REVENUES AVAILABLE TO
THEM.

IN CONCLUSION, I WOULD LIKE TO REPEAT THAT OUR CITY’S FUTURE WILL
BE DETERMINED BY THE AGRICULTURAL COMMUNITY. ANY RELIEF THAT CAN
BE PROVIDED TO THIS SECTOR WOULD INDEED BE BENEFICIAL TO ALL UF
FREEMAN.

I THANK YOU FOR YOUR TIME.

Senator AspNoR. Thank you Chet. You gave a most sensible, rea-
sonable speech that needed to be said. I am sure if we in Washing-
ton get off the backs of the communities they could do a lot of their
projects for far less. We have seen that many times. Some of us
have tried to eliminate the Davis-Bacon section in the projects
which would immediately reduce the costs of many of the prcjects
within itself.

I remember reading where in Sioux Falls if they didn’t have to
follow that section they could have built their jail on their own
without any Federal help for less than they are doing. If they could
have taken that money, they would have brought the costs way
down. It has something with the EPA. I will be most interested of
reminding those people that there has to be a change in the laws.
The man is coming up for confirmation and there is a lot of pres-
sure. ] am not picking on labor unions, but they make sure that he
stays in there and they do a very effective job of making sure that
the Davis-Bacon section stays in. The architecte I supprose like to be
able to design things, and when they get through, these things get
pretty complicated. But you are making an excellent choice.

I remember out at Faith they built their own rodeo ring instead
of using Federal dollars because they could do it for less, and I cer-
tainly commend you and your people for going ahead on your own.
Thank you very much. Is Clarence Skye here? Is Dennis Peterson?
Is Tim Giago here? They are from way out West. Is George Bauder
here? Some of these people asked for time I guess this morning,
and I didn’t get around to get them because we tried to bring in
people who signed up while they were here too, but George, is he
here? Bob Miller, is he here? Is Dilbert Hillman here?

STATEMENT OF DILBERT HILLMAN

Mr. HiLman. Yes; Senator and distiaguished guests, I may be
out of order here because 1 am really, I am here to present this
program to the Government, but this program here is a dairy pro-
gram that won’t cost the Government any money at all. Now, I re-
alize we have all sat here and asked for programs to help people,
and rightfully we should, because we are all taxpayers and agricul-
ture is in one terrible shape.
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We feel that government should help us out now, but here I have
a dairy farm program that we presented to the, i» Yankton, and
one of your boys was there, and we feel this is a program that will
help government without costing them any money. This dairy pro-
gram is nothing but to give back or give the right to dairymen t¢
contzol their own programs, to take care of their own surplus, but
we have to work with government and through government to
make this program work. So, I am going to submit this to you, Sen-
ator, if you will read it, I sent you a tape on that in Washington,
and this is the written dairy farm program here, and it won’t cost
government anything.

It is a chance for the farmers to really do something for them-
selves that will be a long term program. This isn’t just a short
term thing, a one fix for you. This is to control the: dairy indusiry
of America. And we have t+ work with government through our
ASCS offices, but actually it won’t cost ~overnment a dollar on
taking care of the program. So, Senator, . will submit this dairy
farm program to you.

Senator ABDNOR. Mr. Hillman, I will be happy to have that. 1
wish I could come up with something like that for all of agricul-
ture, I don’t know how yours works. Let me ask you how much
support among dairy people do you find for this?

Mr. HiLLMAN. We have had cne meeting on this so far, Senator,
and that was in Yankton, and we had, I don’t know how you would
say it, 99%o0’s percent support for this program, and ever since that
meeting I have had probably 200 calls asking me if we have got to
any Senators, and to present this to them. We can’t afford as dairy-
men to run up and down the road. We don’t have the money nor
the time.

We have to work with government and jet government help us
with this program. But it has been accepted by everybody except
the big dairy co-ops. Now they haven’t reiected it, but they have
their sights set on corporate dairying, and the way the trend is
going, why 1 guess we can’t blame tiem, but really this is for the
family size dairy, and this is one thin that we feel is wrong. All
our big dairy co-ops and other ones, t ey started out to help the
dairyman which was real fine and good, but now they are geared to
help the dairy co-op instead of the dairyman. Thi- will put control
back into the dairyman’s hands without costing government.

Senator ABDNOR. Thank you. I know it is an impossibility to get
everyone in one direction on something. This is a good example of
what often happens, we take a piece of legislation like that and we
get in a big fight among the dairy people, and the city cousins of
ours get to wondering what do they want out there, they don’t
know themselves. If there ic one thing we have to do in this crisis
is come out somewhere and some way together. I think that is ex-
tremely important. For instance, when labor comes tv town, they
don’t come fighting among themselves and have two or three orga-
nizations going off in different directions, they speak with one
voice when they come in, and it is fairly effective. I know farmers
are very independent, and I admire them for it.

I was a farmer for a long time myself, but I think in this crucial
time with this situation we have, we have to try ¢ :r uppermost to
get everyone agreeing somewhat cn what we are going to be doing
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here and what we are asking for or trying to promote. Self help,
and programs that don’t cost the Government ought to be a
winner. I often think about how in this country people get their
food the cheapest by far of anywhere in the world. ngewhere, a
long time ago, we developed a cheap food policy. In this food wolicy
people buy their food Z>r 16% per-ent on the average of their take
home pay. This can’t go oa fore.er. I don’t know how we can con-
vince the 97 percent of the people that they ought to pay more.

I recall a number of years ago, in the sixties when 1 was farming,
we had on the wheat program certificates for tl > share of the do-
mestic products that were sol¢ domestically, the people who bought
wheat for processing had to buy a certificate, therefore they gave
an extra price.

That is a little bit what the European Community does, they pay
more—their food costs run between 22 and 28 percent, but I guess
they found out what it was like to go without food any more, but
they do subsidize, and people pay a iot for that, and they dump ev-
erything in excess on the open market. That makes it very difficult
for us even when we have an extra dollar. These are problems we
have to try to solve, but you have an awful big push by consumers
organizations that don’t like to have to pay any more than they
think they need to, but we will keep plugging away, I promise.

Mr. Sorenson. This program absolutely is self-supporting. There
is one more thing I would like to say, this prograia was through
the FmHA in Yankton or a guy I inow in the FmHA, he took all
the dairy cows that was in the FmHA and projected these c. s
against the pounds, and of all the statistics and sent it in to the

niversity of South Dakota and they run it through their comput-
ers, and the man came back or wlen it came back in 3 years time
this thing, the cost of this program is 50 cents to the dairyman, and
in 3 years time it will drop to a quarter at what the University of
South Dakota tells us, thank you.

Senator AEDNOR. Thark you. Tomn Neuberger.

STATEMENT OF TOM NEUBERGER

Mr. NEUBERGER. Thank you for invitiag me to speak, Senator
Abdnor. I have been doing a lot of reading in the farm magazines
lately on the stress on farmers, and I think 1 read in one of these
articles that we should relax a little bit, which we haven’t done
today, so if you will bear with me I will tell you a goose joke.

There was one of these city cousins that spent a lifetime working
on a city job, he thought that was é)retty romantic out on the farm,
T - 4ink 1 will retire early at 55 and go out there farming. He had a
_cetty good nestegg ready and so he did. He went out in South
Dakota and bought some land, he had the cash to pay fer it, he
gloveddout there, he got there, he says to the wife well now what

o we do.

The other guy is farming and milking and raising hogs and beef
and all this and that, and what will wz do. They couldn’t decide
what they should do. His wife says go around and taik to the farm-
ers, they are honest people around here and stuff, they will share
with you where the money can be made out here. They went from
farm to farm and asked every farmer, wkat would your suggestion
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be that we do to start a farming here. They 2:l gave him something
different, one guy says you milk, the next farmer says you raise
some hogs, and the next farmer would sat)f' you raise some beef and
all this and that. So everything was di erent, but they had one
piece of advice that was common to every farmer. They would say
and raise some geese. And raise a few geese.

So the guy and his wife they went back home and they started to
kind of digest what they hag heard in tkeir visit with neighbors
and stuff, they thought about this. Everybody gave them the same
advice about raising geese. So the guy said to his wife, he says we
may be from the city, but we aren’t dumb. If they are all raising
geese, that is where the money is, so we are going to raise all geese
and nothinielse.

He marches into the hatchery and orders 1,000 geese here in
town, and the guy in the hatchery had never heard of such a thing.
He thought what is this guy going to do with 1,000 goslings, but he
didn’t say anything. He came home and a week later he walked
back in and the hatchery man saw him come, heavens what is he
doing back here. He said I would like another 1,000 of those gos-
lings. The hatchery man was beside himself but he didn’t want to
say anything so he let him go with 1,000 goslings.

A week later he is back in the door ain, he thought yeegad
here is the guy, what does he want. I will take another 1,000 gos-
lings. About that time the hatchery man couldn’t contain himself.
He said I just can’t contain myself any longer, he says I just have
to know what is going on, he says either you are having awful good
luck or awful poor luck that you are buying all these goslings. The
city cousin said, you know, to tell you the truth he said, I am
having awful poor luck. Me and my wife can’t figure out whether
we are planting them too deep or too shallow.

We think there are some blessings that come from the problems
we have in this agriculture industry. I think most South Dakotans
have heard of the goose mobile. We went out there to solve a little
})roblem we have, we didn’t solve it, but we thought we had lots of
riends and neighbors out there in South Dakota that are willing to
help a fellow man out, and we found a real tangible way to market
geese here in South Dakota.

We found a market that we just didn’t know existed in our back-
vard. People out there, I can remember going in to towns and
peaple would come up, a lady would come up and went to buy a
geose, and said if you hadn’t come by I don’t know where I would
have ever gotten a goose for Christmas, so we found a market out
there, it is not a big one. I think it is somethinﬁthat will probably
keep the goose industry going here in South Dakota until better
times are ahead, but is going to really put, this here exporting
thing is really going to put a hold on the goose industry, because
we are not going to be able to raise them like we did before, until
things improve 80 we can get bac.- our domestic market the Cana-
dians have taken over because of t,,eir importing and those things.

As we goose people met last week, at our annual meeting, we
just came to the conclusion that the whole agriculture problem, not
Just our little gcose industry, the problem is this here importin%
and exporting deal. Jim alluded to the $250 billion trade deficit.
don’t care whether you are talking about geese, or talking about
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beef, or cars, or what, it is a big total that comes in to this export-
ing thing, or importing, coming intc this country, and we people
that are here this afternoon, and many have testified about having
financial problems, it is all for the same reason, because you have
more going out, more going out than there is coming ir, and I don’t
think our country or our government is immune to that either. So
we keep on with this $250 billion deficit, I tell you we are going to
commit financial suicide. Financial suicide.

We worry about that defense budget, my ess, the Germans
aren’t going to have to lift a rifle to control this country, because
we are just going to go down the tube. We are going to be worth-
less. We can't defend our self because we are financially bankrupt.
So, we have to turn around this export thing, and somchow get it
80 that we have a plus coming our direction, or it is going to be
fatal for our country, and I am concerned about the dairy people
and the goose people and all that, but that is peunuts compared to
what is going to happen to this country if we don’t get this trade
deficit turned around.

Thanks, Senator Abdnor, for letting us come. By the way, I want
to tell you about this man, how he really helped us with this goose
project. His staff bought geese, they gave geese to charitable insti-
tutions, he wrote a press release on the subject just by itself, and
we are really thankful for what Senator Abdnor did in our goose
project there, and I know he is doing things in Washington to try
o button the hole up there again so we can stop some of the im-
porting of geese coming in.

Senator AppnNor. Thank you. Two things, in foreign trade we
have a gap, and all the agreements are agreed to. I hope some day
we have, in another area, it doesn’t come out of the Agriculture
Committee, but it is an extremely important problem. Then in ad-
dition to that the high value of our currency in this country it is
putting us out of business. If somebody needing grain can buy &
bushels from one country at the price where they can only buy 3
bushels from us, you know where they are going to go.

There are a lot of countries that have it for sale these days. I
assure you the United States is losing out as a percentage of the
total world export market in grain, and this is a problem. They tell
us, and I think we have to put up a very sound argument, that part
of the problem is this tremendous deficit.

Today with cities and agriculture in all areas, the number one
problem with them is trying to get the deficit under control. I
doubt if anyone ran for office in 1984 that didn’t use that as a
theme in running for office. And this moad includes both Republi-
can leadership and Democrat leadership. I mean Congressman
Wright, majority leader of the Democrats in the House, Bob Dole
in the Senate, the whips and the minority leaders in both sides,
and most of the Members—all say the goal is to cut $40 billion to
$50 billion off the budget. Now, I can tell you the spendiny from
the budget of the President is all but dead. That isn’t going to go,
but I do think that the word that floats around Washington in hoth
Houses of Congress is that the cuts that are to be made have got to
equitable. They certainly aren’t in the budget that the President
sent up. Three percent of the cost of the budget goes for farm pro-
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grams or farm supports, but 12 percent of the deficit reduction
could come out of agriculture.

We can’t allew that and I assure yc they won'’t. I don’t want tc
fool anyone in to thinking that isn’t going to be a major subject.
The trade deficit will figure prominently, too. Foreign exports are
pouring in to this country bec iuse they are the bargains that the
American consumer is anxious to buy. I am sorry to say, we are
letting it happen and some way we have to remedy this situation. I
have a hunch these three (Messrs. Johnson, Edelman and Smith)
can tell you & fot more about it than I can. Let me wind up by
saying because I come here to hear from you, our problem in agri-
culture lies in a lot of the committees other than just agriculture.
We talked about the deficit reduction bill, the farmers tax loss bill
in agriculture, that is not the Agriculture Committee, that is the
Ways and Means and that is Finance. We talk about rapid depre-
ciation that put everybedy in the hog business a few years ago, be-
cause they can write it off over 5 years, that comes from another
committee.

This trede problem comes from another committee. So all our
problems are not going to be solved and come out of the Agricul-
ture Committee, it is in a lot of committees around there that the
farmers don’t have the influsnce they should have to start with.

We have a Budget Committee. I am holding my breath that
budget resolution was %ut in by the Congress, they didn’t think in
1972 the President ought to have the authority to impound money
and dictate. So thay took it away because they said Congress could
do better. Well, I don’t know, we have done worse it looks like
every year since. But they passed that, that Budget Committee is
extremely powerful. They set the amounts of money you can spend
on each ccmmittee.

Agriculture is going to be told what they can spend from the
Budget Committee, that if the budget is adopted, the budget
coming out of that committee has to be adopted by the whole
House and the entire Senate, but those are the confinements and
we stay within those parameters, because the law says that, and
the Congress did it to themselves, so there are many ramifications,
and we talk about what we are going to do to help agriculture, that
it involves more than just that one committee I guess I am trfying
to say. Well enough of that. I would like to call Dean Clement from
the Business School at the University.

STATEMENT OF DALE E. CLEMENT, DEAN, SCHOOL OF BUSINESS,
UNIVERSITY OF SOUTH DAKOTA

Mr. CLEMENT. Thank you, Senator, it is nice to be here. The old
saying goes if it works, don’t fix it. I think what you are finding
out today is there are a lot of things that we have that don’t work.
I think we have a bunch of people who are very hard working, very
well meaning, quite frankly I think an awful ot of us are very con-

used, we hear an awful lot about prosperity. Every time you pick

up the newspaper you hear a lot about it, inflation is down, the
strong dollar is good, the world markets are falling apart on us,
and quite frankly, prosperity has pretty much passed up mid
America.
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Our prices for our lands are down, our valuation of our products
are down, and I guess to a certain extent we ere part of the casual-
ty for inflation control. I would f'ust like to make just two points
very briefly in passing. As you look at the communities that we
have around, ladies and gentlemen, I want to recognize that when
you are looking on main street probably at least two out of every
five of those businesses that start will go bankrupt or go out of
business within the first 5 to 6 years. So there is a very lieavy attri-
tion to that, and we might sit back and say sit back and my, my
that is too bad, but all you have to do in Freeman :s go in to Sioux
Falls on Saturday afternoon in the Mall and see where your dollars
are going to be spent. You have to take the good will of the people
li\;ilx:g .itn that community to be able to support that community to
make it go.

A lot of my friends, for example, in Vermillion are complaining
about the dollars of sales which they are not getting right out of
the Vermillion community and if you go to Yankton, or Sioux
Falls, or Sioux City you see the same people spending their dollars
elsewhere. The point being these communities we have are going to
be whatever our people make out of them, and it is going to mean
we might want to shop at home the same as you are looking at a
world market, because without that how are your local business
people going to survive. From the farm standpoint, I am certainl
not an expzrt, I grew up on a farm in Missouri with my gra.n -
mother, she lived there because they lost the farm in Iowa during
the depression, I have a cousin down there who is about to lose an-
other tarm.

So I guess that is the reason I am not in farming, I am not smart
enough to stay there to go broke with them, but U think you know
if you look at it, I don't think we are looking, Senator Abdnor,
from ga:gthmg from Washington that is necessarily going to keep
everybody in business, but to a certain extent I think we are suffer-
ing because we are just too darn productive, we are too efficient. To
survive, at least 65 percont of the wheat in South Dakota has to be
sold overseas. The best thing that has happened to agriculture in
the United States has been a world wide drought someplace be-
cause its only been during those years that the world market has

icked up enough to absorb our surpluses. So to an extent you
ow we are kind of a confused people.

We are told to produce more, yet when we produce more the
prices are not there, and yet we go to church on Sunday and hear
about how the world population is starving, so what the eck do we
do, go out and produce more I suppose. Then you also hava the con-
fusing element, we see a lot of programs where we are putting lots
and lots of money in to people who don’t work, and yet at the same
time you have a lot of people here producing the back bone of our
1e)conomy that are working that are threatened with going out of

usiness.

I guess the only thing I would say is something simply has to be
done, and that we are a confuseci group of pe:({:le not knowing
which way to turn. We are trying to sell our pr uct to the world
market, it simply is an imperfect market, everybody else has a dif-
ferent market structure than ours, we are not competing fairly,
and interest rate at best is only a short term solution. Somehow
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there has to be a better world market because we will never be
able to consume what our people can produce, we are simply too
efficient and we don’t consume enough. Thank you.

Senator ABDNOR. Thank you, Mr. Clement. Do you think this
country could afford to take itself out of the world competition. I
mean go back to strict controls and produce only for enough for
this country?

Mr. CLeMENT. No, we can’t do that because we don’t consume
enough to keep a third of our farmers in business. In the free
market person on the world, but on the other hand it is frustrating
as the devil because our people aren’s competing equitably on the
market, the rules aren’t fair. If everybody was on a free market, it
would be one thing, but our farmers are competing basically in a
market that is not fair for them.

Senator ABpNoR. The old saying that we are the most productive
and can produce cheaper than anyone causes a concern when we
see Cargill is about to go down to Argentina and contract for 225
tons of metric wheat for $2 a bushel. Even with the cost of shipping
and all, they are still buying it for under the $2 price.

Mr. CLEMENT. Most of the hamburger comes from Argentina beef
because they don’t like our fed beef. Basically to a certain degree
we are somewhat a victim because we are efficient and produce
well. That is kind of a sad testimony on the world market. Some-
times I wish instead of subsidizing it they just buy it and give it to
sox}r:ebody to get it off the market. But that is not a good solution
either.

Senator ABDNOR. I don’t know. I don’t know if these people are
interested in hearing this. I think we are going to have to do more
like we did with Egypt earlier this year. When we finally recap-
tured the wheat flour market from Egypt, we lost it completely to
Europe. The company that made the sale sold it so cheap they lost
their shirt but we made it up with CCC grain, and, of course,
France is still crying. If that is the way we have to move grain,
those are the kinds of things we may have to look at.

Mr. CLeMENT. We are our own worst enemy, we lost most of our
milling companies to the east and west coast. A lot of you people
don’t grow calves any more, but a lot of them go south to be fed
out. South Dakota is somewhat like an under developed country of
the world where we have a lot of natural resources but where we
export most of it and put very little value added on it. There is a
lot of characteristics of that. The only place you find small farms
in South Dakota now is around your major cities where you have
manufacturing plants that a person would work part time and
farm 160 on the side. I doubt, I hope we are, but I doubt f our
small communities are all going to be successful enough to attract
new industry to reverse that. It is a tough problem.

Senator ABDNOR. It really is, thank you very much. Bob Ellefson. -

STATEMENT OF BOB ELLEFSON

Mr. ELLEFSON. Senator Abdnor, today it seems like we have
heard many, many problems. The one that I would like to address
is the one that I think is bothering an awful lot of people and it is
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the immediate one. We have talked about it before, but we haven’t
gotten anything done.

I think the immediate need we have in agriculture is working
capital at prime rate or lower. The capital need is both a short
term problem and a long term problem. It is important that capital
of the United States is shared with the agricultural industry. Com-
mercial banks are withdrawing a portion of their loans from agri-
culture, partially due to the pressure from bank examiners. Agri-
culture needs a new source of funds now and also for the future.
Agriculture is suffering from low prices for their products, high in-
terest rates, devaluation of assets, and the loss of export markets
because of the strong dollar. We are now experiencing an outflow
of working capital, and this will make agriculture fail in just about
every facet including the banking industry. The FmHA is an orga-
nization that if properly funded could help solve the problem.

It is truly unfair and unjust that an industry as large and as im-
portant as agriculture should face ruin due to the lack of working
capital. South Dakota is a very cash poor State, and we need addi-
tional capital now. I don’t know how I can impress on'you, and
people have talked to Washington and they have requested help,
you know, for a leng, long time, and now it is coming, push is
coming to shove, and the banks are just extremely worried that the
bank examiners are going to come in, take over their banks, they
are cutting operating loans, and turning down some people that
they shouldn’t be turning down. We actually, Senator Abdnor, out
here right now as a society are eating each other up. It is really
sad, because it shouldn’t be happening. The United States has
plenty of capital, but we are not sharing in that capital. We have
until like the 1st of March to solve this one. Thank you.

[The prepared statement of Mr. Ellefson follows:]
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Senator AsDNOR. Thank you, Bob. Sometimes to convince other
people in Washington of the seriousness of a problem you almost
have to have the disaster cccur. I am not just speaking in this in-
stance, I have seen other instances, and I do think that they are
waking up some. Even the Secretary backed off a bit and the pro-
posal he has is better than nothing by far, but we would like to see
it much more liberal than what it is. There are pieces of legislation
floating in Congress, and I am convinced something will come of it,
! but we are not the fastest moving bodies down there when we do
. start moving.

Mr. ELLeFsON. Tomorrow there will be a lot of people in Pierre
just to support this concept. What I think is really disappointing,
though, is when the Government knows there is a problem and -
they hear it and just keep turning a deaf ear until something bad
has to happen. That is really sad. I think the administration today
is very insensitive to what is happening in agriculture, and we can
feel no other way about it out here, but maybe tomorrow if a lot of
people show up in Pierre and we get national recognition, maybe
somebody in Washington will say maybe we need to do something.

Senator ABDNOR. It will be another strike for the effort. I know
Minnesota had one and Nebraska. This is one that follows and
there will be others. I guess that is what it is going to take to. wake
up the entire countryside to the problem. Thank you very much.
Mr. Cecil Byg.

STATEMENT OF CECIL BYG

Mr. Byc. Thank you, Senator Abdnor and ladies and gentlemen,
and the other guests, distinguished guests that have been in front
of me. Today before me I should say. Before I begin I first want to
introduce myself because there may be a little controversy here. I
have been with the Farm Bureau most of my adult life, and they
aren’t here today and I have resigned my position on the county
board in Minnehaha County last fall, not that there is any great
philosophy difference, but they aren’t quite as aggressive as I
would like to see them be. Specially in his time of need. I guess I
have to give the Farmers Union credit for my being here.

Back in 1932 when we had the same kind of times that we have
now, why they went to Pierre and cut out all the Government sub-
sidies and at that time the Secretary of the Farm Bureau was the
county agent, so that kind of put a crimp in the Farm Bureau and
we didn’t get it going again until about in World War II. So, so
much for introduction. I guess I don’t believe in asking the Govern-
ment for help, but I think there is one case maybe we do. That is
on account of the inflation.

About in 1979, if you figured a dollar against the ounce of gold I
think it was worth about 3 cents, and today it is worth about 11
cents. For anybody that weent into business or bought anything in
1979, 1980, 1981, has to pay back about $3 for each dollar that they
borrowed, and I guess that is the problem that we arfaced with. I
%wss you fellows have to work with the assets there you have in

ashington, I guess about all you have is surplus farm products.

Maybe you will have to make a deal with them to give them to
the farmers like another PIK program and then to give them to
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the unemployed to get the, so you can save some money on the wel-
fare, and maybe the thing will work out that way, because it kind
of reminds me of the State of South Dakota in about 1920, there
was some allusion to that. We had the State Treasurer, we had the
rural credits, they were in the hail insurance and the banks were
guaranteed by the State. I remember my mother going to get the
paper to see how they were coming, the Governor says we will have
an audit and see, put this on rest that they aren’t going broke, that
we have plenty of money. So they got the assets together and- took
them to the rural credits, they audited that, that was all right; that
night they moved them over to the next agency, they audited that
the next day and that was good; and the next da: they moved them
over to the bank guarantee fund and they audited that and that
was good. So the Governor says we are on sound financial footing.

That is about the way the whole country is nowadays. We went, |
thought back in 1960 I quit farming and cut back because I thought
we were going to have a shake out, and we are going to have to do
something, but then Kennedy was assassinated and we went from
that probably to worse, and if you get a chance to read a new
author I run on to, Eric Hofer, it is a common name around here
but he was born in New York and he educated himself in Califor-
nia, and his works, and he said the white people on this planet
have been without leadership for the last 20 years, and I guess
maybe that is about, I would agree with that part.

He said the aryans really took us in the seventies there, and he
said they were the ones that sold the slaves over here a hundred
years before, and I guess we probably all sold ourselves into slavery
again, but another little story about these fellows coming from
Washington to liquidate these farmers. This happened in the farm
credit back in the thirties. Maybe you have all heard it.

A fellow come out with his book from Washington and was going
on the farm looking things over and he run onto a goat, and he
looked through his book and couldn’t find out what it was, So he
sent word to Washington, they had the western union at that time.
He said I found an animal out here has long whiskers, forlorn look
to its face and a bare rump, what is it and what is its value? Well
he got a telegram back from Washington, he said that is the
farmer and he has no value. I just put down I guess a few notes
here today.

Senator ABDNOR. Don’t get me wrong, I love stories, but we have
to get moving. There are a lot of people that want to testify.

Mr. Byc. I can’t see you with my glasses on, I can’t read without
them. I guess one problem is I think that the Government is feed-
ing more people now with food stamps and welfare than what the
farmers are, and there is another thing that I think we farmers
have been brain washed, they tell us we are only 3 percent of the
population in this country so we don’t have any political clout.
Well, I want you to remember there is only 3 percent of the people
in Russia who are communists too, they are Jjust a little more ag-
gressive than we are, that is what the only problem is. We produce
this food, but we got ourselves sold into slavery so we sell to the
Government and they do whatever they want to with it, instead of
us having the control.
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I used to go to a Sunday school. I believe there is a petition in
the Lords Prayer that says give us this day our daily bread. Now
we have most our people going to Washington saying give us food $
stamps or giv> us welfare. It is a new way, a new God. i

1 guess—on the balance of payments, I had a thought on that,
too. I think that, is, the businessman and others have alluded to
that. I think that is brought about, well the way I saw it in the
sixties and somewhat into the seventies, the laboring people
wanted more wages, and the Government went along with it, they
got more wages, the Government got more taxes, they could have
more Government programs, they could get more votes, and now
we have our industry so high priced out of the market that we
can’t sell anything abroad. ¥

The only people that can sell anything abroad is the American -
farmer, because we are competing directly with the slaves of :
Russia or any other place, but we have to cut these costs down in
Government and all over, and I guess we are going to have to do
like the Farmers Union done in 1982, just cut a lot of that stuff off.
Thark you for the time, I probably had a few more thoughts here
but that is enough for today.

Senator ABDNOR. Thank you, Cecil, you have a real knack of
giving your message with a little humor, that is nice to have.
Duane Poppens of Lennox? Some people have left. Is Duane
around? Leonard Wiezis? We are going to take a 5 minute break
here just to let this gentleman’s fingers get a rest for the home
stretch. So we will take a 5-minute recess.

[A short recess was tsken.]

Senator ABDNOR. We will come back to order. Leonard, sorry to
hold you up. o

STATEMENT OF HON. LEONARD WIENS, COUNTY COMMISSIONER,
HUTCHINSON COUNTY, SD %

Mr. WieNs. Senator Abdnor, my r.ame is Leonard Wiens, ] am a
Hutchinson County Commissioner and a businessman from Frec-
man. I would like to talk to you a little bit on the county level and
a little bit on the business level. I will begin with the county.
Hutchinson County is predominantly agriculturally oriented with
95 percent of the county acreage in farm land, and it is easy to see
that what happens when sector of our economy has a significant
impact on the residents of the entire county.

The problems facing our county are similar to other counties
throughout the State. Our population has steadily declined. We
have had a 16 percent decrease between 1960 and 1980. We are be-
coming an older population, 28 percent of our people are over 60
years old, and the State average is 18 percent. Our percentage is
98. Our median age is or the median age is 38.9 and this ranges
from age 38 in Dimmock and age 65 in Olivet and the State median
age is 28.9. We have had a decline in farm owners of minus 15.9
and of farm operators minus 34.1. We have an increased unemploy-
ment rate, in 1979 we had 2.2 percent and in 1983 wenow have 4.2
percent. An increased number of these people are entering the
labor force.
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We have had a decrease in sales tax licensed businesses. In 1980
there were 453 businesses in our county that had a sales tax li-
cense. In 1983 we have 411. So we have lost almost 50 businesses in
these past 3 years. Tliese items indicate that although we have
fewer people, a greater percentage of the population is entering the
labor force, only to find fewer job opportunities. Many of these new
entries to the job market maybe from farm households and are
looking for a second income to help make ends meet and to pre-
serve ctneir family farm.

Currently we do have a project in progress which would provide
a boost to the economy of tke entire county. The B-Y Water Dis-
trict is expanding in to Hutchinson and will provide quality water
to both rural and non-rural residents throughout most of the
county. That water system is an excellent example of a Federal,
State, local partnership that works. Jobs will be created in agricul-
tural production and processing. The $7 million, the $7 million con-
struction payroll will also provide a boost to the local economy. The
reason I bring this up, Senator, is that in order for this project to
be successfully completed, continued Federal assistance through
Farmers Home Administration and Housing and Urban Develop-
ment will be needed to help leverage local dollars.

Other programs that have been of assistance to the local econo-
my include the Small Business Administration Loan Program.
These programs also require a significant commitment by the pri-
vate sector. Elimination of agencies such as SBA will only hurt
rural area businesses and may adversely effect entire communities.

An item very close to my heart, Senator, is revenue sharing. As
we all know, revenue sharing is another source of aid to rural
areas. These funds represent a return of local tax doliars to com-
munities. The loss of these funds would require an increase in
property tax to fill the gap. Local property tax increase replacing
of Federal tax will only hurt small towns and our rural counties.
Hutchinson County receives about $180,000 in revenue sharing.
The majority of these dollars go to our highway system. This is
farm-to-market roads, bridges, and culverts. These things must be
kept up, and in our county this is a priority. To lose these funds
now means that in order to keep our county roads operational, we
will have to tax our people even more.

This gives our farmers a double blow. First, our President wants
to cut programs to the already depressed farm economy, and
through the loss of revenue sharing will tax the farmer even more.
We are all farmers in this area, and this simply means that taxes
are going to go up for us all. Our President is seeking to cut the
Federal deficit through the very lifeline of our great country, the
farmer, and somehow vo me, Senator, this just is not right.

What Congress should realize is that everytning we eat, every-
thing we wear, and in fact about everything we take so for granted,
originates from the soil. It all begins with our farmers. Why then,
since in reality we all depend on the farmer for survival, does the
farmer find himself in his present financial condition? It has been
said by some in high government that it is the farmer’s own fault
for the shape he is in, and that farming is a business like any other
business and there are failures in any business.

L
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To me, there is one big difference between the farmer and the o
businessman. The farmer is the only businessman I know of that
buys retail, sells wholesale, pays freight both ways, and is expected X
to keep above the water. No business can operate tha. way and we 3
all know it. As far as it being the farmers own fault for the shape
he is in, I am wondering if this is really true.

I have been told that young farmers have gone to borrow money
through different government lending agencies, and they have !
tried to get a $10,000 loan. They were denied that $10,000 loan, but o
were talked in to a $100,000 loan. They wanted a $10,000 loan to e
expand their hog operation or something, they went for $10,000,
the man says can’t give you $10,000, we will give you $100,000. -
Then do it big and do it right. And we say it is the farmers’ own Ty
fault, not just real sure that it always is the farmers’ own fault. K

Perhaps some of the blame lies with these Government lending
agencies that pushed them in to their present financial condition,
These are my own personal views, and I could be wrong, but this is
how I feel about it. I am just about through, I won’t take much K
more time. In any case, the blame or the fault of whose fault it is
or whose blame it is to me is all beside the point. The point right
now is that there are farmers in trouble out there right now, no
matter whose fault it is.

As a businessman, every time a farmer quits farming I have lost -
two potential customers. I have lost the farmer, and I have lost at :
least one of his chiidren as a potential customer. As our customers e
dwindle, so does our business. This could well be the beginning of
the demise of our small towns and communities. Is this what our
Government wants? Maybe it is. The banks that are now going
down are mainly banks that lend to agricultural areas. This cer- i+
tainly has to tell us something. If the farmer could just get a fair
price for his product, and if the interest rates would come down, 5
just keep coming down a little more, the farmer would not need
any help from anybody. He could make it just fine.

In conclusion, I would ask that your committee seriously consid-
er the items I have mentioned, and not have urban areas penali
rural areas in regard to reducing the budget deficit. Sir, I thank
you very much. i

Senator ABDNOR. Thank you, Leonard. You are absolutely right N
that rural America is being called upon to take a lot more of that .
budget cuts than anyone should be asked to, and I just know that
isn’t going to happen. I would say revenue sharing has been one of
my favurite programs all along because at least rural America got
the treatment. But don’t forget that is a $4 billion program and a
lot of guys when they are looking for dollars they look at our State
government that has more than $4 billion worth of surplus while
the Federal Government has $230 billion worth of deficits, it does
create a problem. Out of all the programs that are getting down to
where they are intended there is no doubt in my mind that reve-
nue sharing does that better than any of the others. We sure will
be in account of this when it comes up, but it is going to be a tough
ball game. Our next witness is Tom Dobbs. He has been here since :
early this morning. o
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STATEMENT OF THOMAS L. DOBBS, PROFESSOR AND EXTENSION %
RURAL DEVELOPMENT ECONOMIST, SOUTH DAKOTA STATE )
UNIVERSITY o

Mr. Dosss. I submitted a prepared statement, I don’ think I
need to take your time. I had requested an oral statement. I think
iin the interest of time we are at, the prepared statement will suf-

ce.

[The prepared statement of Mr. Dobbs, together with additional
material, follows:]
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PREPARED STATEMENT OF THOMAS L. DoBBs

COOPERATIVE EXTENSION SERVICE

4
SOUTH DAKQTA STATE UNIVERSITY Economics Extens.on
Scobey Hall, Box 304A . Economics Department
Brookings, S0 57007-0008 1005} 6884141

Janusry 30, 1985 V297002 f'%;
“1
5
MEMO TO: Senator Jsmes Abdnor N
Vice Chsirman 8
Joint Feonomic Committee w3
Unitsd Ststas Ssnste i
FROM: Dr. Thonas L. Dobbs H
Professor and Extension Rursl Developmsnt Ecomomist !
South Dakota Stste University 5
P
SUBJECT: Information for Your Meeting of Februsry 14, 1985 in Froeman, S.D. o
on “Condition snd Outluok for the South DsYota Economy"” 3

1L, o ai”

Your letter of Jsnusry 16, 1985 invited psrticipstion in the "Abdnor
Task Foree on the Rural Economy”. I subsequently rsspsnded in the affirma-
tive to your Sioux Fslls field office. I sm using this memorsndum to convey
some thoughts on conditions of ths South Dakots economy snd implicstions for
public policy toward rursl economic dsvelopment.

U
amirs A

South Dakots experienced quite healthy rursl economic dsvelopment in
msny respects during the 1970s. The Stste's populstion grew by 4 percent
oversll, psrtly ss s rssult of substantisl growth in non-sgricultural wage
and sslary employment. Although sgricultur«l employment declined by 36 per-
cent between 1965 snd 1979, non-sgricultural wsgs snd sslary employment in=
cressed by 55 percent, csusing oversll employment in the Stste to increasc.
Manufscturin, employment ssseatislly doubled in South Dskots during that
period. Although manufscturing {s still modsst ss a percentsge of non-
agricultural cmployment in the State (11 perceat), in comparison to the k
Nstion 8s 8 vgole. {t bscane sn importsnt force in rural sconomic diver= R
sificstion snd employment during this peric2. (See Attschment At Rural

ufgcturi D ~ What Inf Sauth Dakota in

In spite of this oversll fsvorsble performancs during the 1970s, two-
thirde of our South Dakots counties snd more than one-half of our towns sc-
tually declined in populstion during the 1970s, Also, there has been much !
less  success in expsnding sgricultursl processing than had been hoped for. .
In fsct, sgricultursl processing employment has shovn little nec change over
the past 20 yesrs in South Dskots. lloped for developments in an slcohol
fuels industry for the Stste srs but ons sxample. See Attachaent R:

~S¢ Fuel _Alco : sooni Fe
Prospects.) HMoreover, the Nationwide recession of 1979-82 was a severe %
economic setback for South Dakots. We sts still in ths process of making up

for employment declines experieaced during that period. Thus, in spite of
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the impressive geins in rural South Dakote during the 1970s, we nw find
ourselves in the mid-1980s with substantiel underemployment. (See Attacnment
C:

Rurcl Underdevelopmont: yment
Dakota. Gy ons estimats, there recently were s many es 120,000 “sconomi~

cally discdvantsged” persons in South Dakote. Nearly 70,000 of these
persons-~gome 16 percent of the totel South Dakota population--were in the
vorking sge spsn of 14 through 64 yaars,

The current ferm crisis is ceusing additional stresses and challenges to
P out rural cconomy. Declining ferm purchasing pouver end numbers ere Causing
¥ severe strees for small tovn agribusinesses and other reteil and gervics es-
b tsblishments. According to date from Iowe Stete University, one reteil busi-
‘e ness may be lost for every nine farms lost in northwest Iows. If we epply
¢ that some inmpact estimate to southeast South Dakots, we got some rotion of
the current small town etress. There wvere 6,219 ferms in seven southesstern
South Dgkote counties in 1982. A loss of 10 percent *.'22) of those farms
could mean the loss of 69 reteil businesses in the arse~~unless elcernstive
enployment opportunities were found wittin the erea for. those ferm femilics.
Even by 1982, onc in five ferm operetors in South Dakote worked 100 or more
days per ycer off the fsrm.

Following are s few of the implicetions, in my view, of our current

rural economic situetion: o
. We must develop o two-pronged rpurel economic davelopuent

strategy for South Dakote. OCne prong is short term, covering the M
temsining 15 yesrs of the Iventieth Century. It may involve @ heavy 5
focus on the type of wanufecturing growth experienced during the 19703 .

and the type of financiel sad related services grovth experienced over :

the psst 4 or S yesrs. This firsc prong would also involve intensive T
recxaninstion of sgricultural processing opportunities for the State. ,,J;

2, The second prong involves South Dakota's rurel develcpment
strategy for jobs in the Tvanty-Pirst Century, the basis for which must
be 1sid nov if objectives are to be echieved. "We must have ¢ stistepy
for skilled, higher-vege jobs in the high~tech manufecturing end seivice
Industries thet sre becoming en increesing portion of the American
economy.  The extent o which South Dakote will be eble to perticipate
in thst cconomy will in substentiel part depend on the quality of jife
offered in South Dekote (through schoole, roeds, wunicipel gervices,

etc.) end on the quelity of our higher education end rescarch
instications,

PRIy

3. Federal end Stets policies end programs sffecting Stetes in our
region must be examined in light of such a two-pronged rurel development
strstegy. Locel communities must also sxamine their strategies in light
of both the short- and longer-term perspectives. In South Dskote State

University's cooperative pxtension Service, we ere helping locel com %

munities to gein necded perspuctive through our "Small Town Fconomic Ny

Development Options" program (dascribed in Attechment D), PO
TLD/%jc .
Attch: A, Rural Manufacturing Development--What Influences It? A 8tudy of

South Dakota in the 1970s
£, Small-Scale Fuel Alcohol Production from Cors: Econcmic
Fessibility Prospects .
C. Rural Underdevelopment: Unemployment and Underemployment -
in South Dakota *
D, Cooperstive Extension Progrsm on “Small Town Economic
Develcpuent Options"
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I. JIatroduction

The incrcased lcvel of manufecturing
activity in rural arcas® of tho U.S. over
the past 20 years 1s s reversal of a
pattern, Metropolitan sreas tradition~
ally have been considorod least-cost
locations becaure they attract compleacn=
tary firms and suppliers and possess
skilled labor pools, access ro markcts
and transportation, and o wido range of
services. lHowvever, certain probleas--
such as pollution, crime, and conges-
lon==luve bhegen to offvor the appeal of
metropolitan arcas. Hanufacturing em-
ployzent growth during the 1960's shoved
U.$. nonmctrepolitan manufscturing em-
ployment fncreasing by 3.4%, compsred to
s netrypolitan gatn of 1,72,

South Nakota has benefited from this
trend, posting a 20X (or 2,600 employee)
increase in manufacturing enployment in
the 1960's and s 65% (or 10,200 employee)
increase from 1970 through 1980, (Over
75% of the increascd manufacturing ca~
pioyacnt from 1960 through 1980 occurred
anong those industries producing durable
goods.)

Thie increasc in manufucturing
eaploynent has helped offset the decline
in sgiiculturel coploynent. Agriculture
(directly) accounted for less than 15% of
tots! czploy=ent in South Dekota by 1980.
dMrect employment in sgriculture de-
creased by ore than 40X froam 1960 o
1980.

Expanded manufscturing eaployment
opportunities have helped to reduce the
flow of working age peoplo out of South
Dakota. Net outmigrstion from South
Dakota decreased from 92,560 persons
during the 1960's to 28,935 during the

O
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Rural manufacturing development...

what influences it?

. By Waync R. Goeken, forner graduste resasrch sssistsnt
- and Thomas L. Dobhn, associate profossor of ctonomics

1970's. This permitted modest populotion
growth (3.4%) in South Dskeia during tho
1970's, coagnrcd to a decline (~2.1%) fn
the 1960°s.

HWe heve no assurance that this
patt tinued cxp fon {n wmanu-
facturing jobs to help balance the ccone
omy--uill continue. One recent astudy
notes ihat

esployment growth of the
1970's [in the Upper Midwest,
which Includes South ihakota]
was uwado possiblo largely by
the huge numbers of young
people snd woxen joining the
labor force. But the supply
of young workers will be
greatly diminished [in the
1980's) bacause nost of the
“taby boom™ children oro
alresdy in the labor force.
How many more woaen will join
the lgbor forco is uncertain.

What lessons csn we learn from the
1970's, so that we can continue a steady
snd svund expansion {n rural industrial
caployment opportunitios?

An examinetion of recent industrinl
location patterns in the stato-~with
attention to comaunity and lnbor ferce
charsctaristics of the communities in
which industries have locsted--can help
in projecting, planning for, and pre-
woting menufecturing growth in tl:
future. If they know what has most
influenced pravious industrial location
decisions, local planners can then more
effectively deal with those inducements
to induetry which are within their own
comrunity's control.




TN N .

Purposes snd hypotheses of the study

The general purposes of this study
were two-fold:

(1) to explore how the extent and

type of rursl industrializstion

bedng experienced in South
Dakota differs smong types of
comrunities and local labor
sheds; and

(2} to davelop policy and planning
recommendations that can be
used by rural industrial
development entitics at the
community, district, and etste
levels in South pakots.

The underlying agsumption of this
study was that the degres gnd type of
industrialization is directly relsted to
comaunity and labor shed characterietics,
These characteristics, or "locationsl
inducezent factors,” can be broken down
inco soveral categorices.

labor force: It was hypothesized
that the existence of an anple supply of
relatively iow cost labor favors manu-
fscturing employment growth. AS manu~
facturing fivas often must train their
ezployees anyway, the low gkill level of
much of South Dakota's work force nay not
bs s detriment. It may, in fact, be a
boon to expanding manufscturing sctive
ity, since low skills generslly imply low
wsges, which in turn attrsct manufsc—
turing. This relstionship waa sxpected
to exist primarily for lsbor-intensive
manufscturing firms with relatively low~
technology production Processes.

lomerstion: We glso expected &
sizable population base and agslomeration
factors to aid a community's industriali-
zstion potentisi. Agglomerstion scono-
oies refer to reduced costs ¢ f inputs and
services for firms that are . chieved vhen
8n areus has sufficient firws that sup-
Piiers can locate nearby snd operste with
substantial volumes. A large population
base-~by South Dakota standards-~-vas ’
hypothesized to constitute both s poten~
tial 1sbor supply and a potentisl market
for a firn's geods,

4
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‘hmaE;g:tanx Access to adequate
freight transporcation, for shipping raw
materfals in and finighed Products out,
was hypothesized to sssist a community's
industrislization efforts. The availo-

bility of alternative forms of trsns-
portstion-—such as truck, rsil, and aite-
‘and accsss to an interstnte higlway were
expected to enhance manufacturing activ-
ity in s commmity.

¥ducational fncllitium; The ex=
istence of post-aec ty educational
fscilities in s county was also hypothe~
sized to promote increased manufacturing .
employment growth. As graduatus uf thuss *
fscilities are reteined in fhe community,
the work skills in the labor pool will e
more divarse snd higher in quality.
This may attrsct industries requiring
more skilled workers. Manngemeat por-
sonnel are also more easily drawn to
these communitios, since they will have
post-secondary educational facilltics at
hand for their chfldren and since cule
tural amenities will.‘be more rcadily
available for their porsonal ¢njuyment,
In addition, college studonts fur Tt~
time work and student spousos for part-
or full-time work csn add to the poten=
tial local labor force. .

Othex fsctors: Thsre arc other "
factors not neatly included in the four ¥
cstegoriee above. They includo local
actions (such ss making industrial sites
available, providing facilitios at theso
sites, snd providing financing assistance R
to firms) which are ofton belicved to
constitute sttractions to industry,

Dats sources snd snalytical proceduros

Data for this study were collected
from seviial sources., Much of the data -
were obtained through mafl survey ques-
tionnairss. Une questionnaire was sent
to s sample of manufscturing firms which
had becoms established in South Doko:g
communitiss gince approximately 1970.
Anothar questionnaire was sont tu il
locsl development cotrporations in tho
stata. Copies of these quostionnairos
sre presented ss Appendices A and B in
this publication. Dats for othor vari-
ables vere collected from various secon=-
dsry sourcss.
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Seversl methods of statistical and
tabular analysis were used in this study
to discern which factors have been
relevant in past location decisions of

P manufacturing firms in South Dakota.
Multiple regression anslysis was used to
examine relationships between dependent
variables and the values taken by sets of
explanatory or independent variables.

Two alternative dependent variables were
used in thig study: 1) the absolute

. change in manufecturing employment, and

2) the percentage cl'ange in manufacturing

N employment. Manufacturing employment

change in South Dakota was measured
between the years 1971 ond 1977 (due to
dats available at the time of analysis).

The independent variables repre-
sented various socio-economic characteris-
tics of South Dakota counties. The county
was chosen as the messurement unit for the
rcgression annlysls. These independent,
or explanatory, variables were grouped
within four broad categories of locstion~
al inducement factors: (1) labor force
availability, (2) cconomic structurc and
agglomeration factors, (3) transportation
access, and (4) educationsl facilities.
Regression models were developed for
analysis of manufacturing employment
growth fou the entire state and for cnly
nonmetro areas of South Dakota, thus
excluding Minnchalia and Pennington
counties from this latter analysis.

Tabular analyses were glso carried
out and were supplemented, where appro-
priate, by chi-square and anslysis of
variance statistical tests.

More details concerning dats sources,
statistical methodology, and regression
analysis results can be found in the SDSU
Masters thesis by Goeken, one of this
bulletin's authors.6 Table 1 contains
abbreviated descriptions of vsriables
used in the regression analysis. Many of
these variables will be referred to in
the following sections. Shown in Table 2
are the county-level populstion and
employnent data for South Dakots which
were used in tne analyses.

Industrial location factors examined
in this study can be thought of as either

beyond s community's control or modifisble

by community action. Resulte of the

ERIC
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.done in the United Ststes have frequently .

‘firms. Severnl varinbles which tend to it
be "beyond community control" were Il
examined in this study. Many are among ‘,1\}2
the regression-analysis vsriables ine- A3
cluded in Table 1. , m&,
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labor force svailsbility J
*3

Manufacturing firms tend to locate S

vwhere most of their lsbor requirements o d
can be met from the existing labor pool Wy
in the area. This is especially truc of e
labor=intensive industries that draw gLt
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snalysis sre presented in the following o
two sections of this bulletin. :,\2’
. &
II. Factors beyond community control . ,’3:{

Y.
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Pravious industrisl location studies '

coancluded that variables beyond the realm
of direct community control are the most
influential in attracting manufacturing

e
o

1

largely upon initislly unskilled laborers,
as do food processing and apparel fabrica-

2

tion firms. . 15;
A4

Several different variables were ?&ﬁf

used in this study ss {ndicators of how AR R

much labor was svailable in South Dakota
counties in 1970, the beginning of the
period under study. These included the
county unomployment rate, measures of
the lsbor force participation rate,
measures of underemploywent and labor
force utilizstion, and sge structure of
the county population. Regression
analysis was used to determine the cffoct
of these labor force availability factors

T8,
m;w.wii?‘

«
B
g

res &;%‘:'i;

3

2
¥

on both growth in the sbsolute number of “
manufacturing jobs snd parcentage growth -t
in maonufacturing jobs in South Dakota voud
counties between 1971 and 1977. . %

F

Only two of the varisbles in this
group contributed much understanding to

P

why manufacturing employmsent opportuni- P
ties have expanded xore rspidly in some -
counties than in others. These were the M
female labor force participation rate and *
one of the underemployment indicators. 5

The female labor force participation ‘;
rste measures the percent of the female . A
civilian populstion sged 16 and over who -
are included in the civilian labor force. , 4
A low participation rate is a possibla %
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indicstion that sdditions] workers could
enter the lsbor force if more jobs became
svailable. Countiss with relatively low
female participation rates st the begin-
ning of the 1970°s were found to have the
greatest parcentsge rates of manufactur-
ing job growth in subsequent years. Thia
ia istent with the app national
tendency during che 1970's for low-wage
sanufscturing, firms to move or expmd in
substantial nuabers {nto rural aress
vhicli lnd available female workers. For
aany counties, s relatively untapped
female lsbor supply was thus conducive to
attraction of manufscturing firms and
jobs.

The other aignificasat explanatory
variable in the group was the under~
enployment {ndicstor which measured the
percentago of lsborers employed less than
full time (40 hours par wesk). As ex-
pected, counties with higher than aversge
rates of part-time caployment going into
the 1970°s subscquently experienced
somewhat mora rapid manufscturing growth,
In percentnge terms.  The underceployed
work force spparently servoed ss s drawing
card to manufscturing firns.

Other variablas designed to messurs
local labor force avsilsbil: /7 did not
shed much 11ght on why industrial growth
has boen faster in some South Dakota
countiss than in others. The county
unezployment rate, the county totsl labor
force participstion rste (including both
men and women), and age structure of the
Sounty population at the beginning of the
1970°s 811 seemed--by theaselvss—to
explsin 1ittle sbout differentisl manu-
facturing employment growth rstes within
South Dakota. This was also true of one
of the measures of underexrloyment used,
the econoale ytilizstion index. Ths
economic effectiveness {n which the
skills of an area's work force sre put to
use 18 measured b this index. Differ-
ences in economic utilizstion of work
forces among South Dakots counties st the
beginning of tho perfod atudicd did not
seem to substantislly inriuence sgub~
Sequent rates of nanufacturing growth.

High correlstion between selected
variables is one rcason that soma vari-
sbles did not, by themselves, explain
wuch of the variation among countfes in

COPY RVAILABLE
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camifscturing growth rates. For axamp.
the sge elvucture variable was leighly
correlated with the college vsriable.
The college variable (discuspod 1ater in

le,

this report) did prove to bo of some fw-

portance in explaining manufscturing '
grovth rate differencos among countics.

Economic structure and agglomeratfon

factors

Industrial firms usually cunslder
the level and type of services available
in prospective communities beforo making
final location decisiona. of:m.l the
Prescncs of other firms olready lbcatod
in an sres causes s hoat of specializod
services—such as’ engineering, legal,
financing, and transportation servicos--
to locats in the atca and to be avallable
8t iow per unit costs. Thoso appiomerae
tion sconomies gre genarslly sasocinted
with larger communitios, where the
population base can provide both labar
inputs snd s potentiasl market fur a
fira's products.

Several varinbles dealing with
population, prior industrialization, and
market sccessibility were uged in (his
study to weasure agglomuration offocts
on manufscturing growth. Tho agglumer,i=
tion potential of sn area is almo in-
f1 d by tho g i fe sirne-
ture of the srea, represented in this
study, in part, by variabloa which

measure income and poverty lovels (Table
1).

Agglomeration factors: Of the

agglomeration variables, the population
of & county st the beginning of the
1970's asemed to have the most effect on
subsequent {ndustrial expansion. Countion
with ths higheat populatien at the
outset rended to have tha greatost prowth
in manufocturing omploymont=-bath In
absolute and 1n percentago terms. flow-
ever, tha sffect was less marked in tho
more rursl countiss of South Dakota than
in tho wore urbanized courtiea of Mimio-
haha and Pennington. Psrsons per square
mile in counties ghowed a similar,
positive effsct on sanufacturing growth.
However, as a pradictor of manufacturing
growth, the simple variable ulation
was mora useful than the variablc persony
Per. squure mile.
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A sizable population base does, as
hypothesized, apparceatly enhance 8 Jocal
area’s industrialization potential. This
may be due in large part to the existence
of a more cxtensive labor supply, from
which increased manufacturing workers can
be drawn. The diversity of skills which
can be found in the labor pool of a more
populated area is also important.

A progressive, reinforcing pattern
often oceurs as Industry which requires
skilled workers enters an area. A demand
for skilled laborers which can not be met
from the existing labor pool is filled by
skilled workers who move into or return
to the area. This influx of skilled
laborers may provide the impetu. for
attracting more industry which draws on
these and other skills, In this fashion,
the eaployment demands of manufacturing,
firme and the quality and quantity of the
labor force in an area progress togethei,

A location index was used in the
study to measure the importance of
proximity to major tradc centers. Such
proximity was expected to enhance case of
shopping for ezployees, as well as bring
manufacturers relatively near to potential
markets and suppliers. However, this
particular location factor did not prove
to be important in explaining differences
among South Dakota count.ies in manu=-
facturing employment growth during the
1970's.

Another factor analyzed was the
degree of prior industrialization that
existed In each county at tha outset of
the 1970's. It was thought that counties
with a greater initial industrisl base
would have high rates of manufacturing
employment growth during the 1970's.
Incoming firms can often hold down costs
by utilizing facilities and services
which are already present in more in=-
dastrialized communities, rather than
incur the added costs associsted with
inirial provision of these facilities au
services,

The degree of prior industrisliza=-
tion was found t¢ have the opposite
effect on manufascturing growth from that
expected, Counties with a low levei of
industrialization entering the 1970's had
the highest percentage rate of growth in
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manufacturing employment. Of course,
many started with very low bases, causing

small absolute increaaes in manufacturing .

employment to be large in percentage
terms. Nevertholess, this Iinding is
consistent with the general national

‘trend observed during the 1970's--manu-

fecturing growth expanding wmarkedly in
rurai, less industriaiized areas of the
country.

Economic structure: The agplomera-
tion potential of an area is also in-
fl d hat by the ic struc-
ture and well-being of the area. Economic
well-being influences support for and
availability of community services which,
in turn, can enhance industrial expansion
potential. Variablos representing poverty
and income were used to measurc tho
influence of economic well=heingt factors
on manufacturing growth.

The level of poverty in South Daxota
counties inhir‘ted manufacturing cmploy-
ment growth., Those courcies with the
lcast poverty were the most succesaful
in increasing manufacturing cmployment
growth during the study period. 7This may
indicate that, as less of the populace is
poor, the more support there will be for
public services (such as streets, scwers,
police protection, and educationy, which
are ajds to attracting industry. Also, a
high degree of poverty may indicate a
generally depressed economic structure,
which would neot be conducive to monu=~
fecturing employment growth.

Per capita income, the other variable
used to represent economic well-being,
did not appear to be a good predictor of
nanufacturing growth. However, this may
have been due in part to the variable's
high correlation with the poverty varisble
Both variables tend to represcut opposite
sides of the same coin.

Transportation &ccess

In considering where to locate
manufacturing firme, untreprencurs glve
careful cot.”{deration to transportation
needs. Adequate facilities vust cxist to
handle any specisl needs. Thus, a firn
which processes bulky or uesvy materirls
may be able to save on transport costs by
locating in an area served by a railroad.

7
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On the other hand, {f enphasis is placed
on fast, regulsr delivery service, an
entrepreneur may desire to locate near sn
interstste highwsy, which may make quick
sccess to customers possible,

The influence of access to inter-
state highways on success in geining
majufscturing eaployment was sssessed by
examining differential sagufacturing
srowth rates amonp counties in rolation
to nearness of the respective counties to
South Dakota's interstate system.
Counties were clsssified according to
Vhether an interstate highvay (1) passed
through the county, (2) psssed through an
adjacent county, or (3) passed neither
through the county nor through an adja-
cent county.

Contrary to expsctations, good
access to the interstate highway system
did not much improve the county~level
performance in manufacturing growth
during the 1970's. In fsct, for percent-
age changes in manufacturing employment,
the rcpresslon analyscs actually showed
interstste sccess to have s negative
influence, slthough the results wvere not
highly significant, ststistically. For
the types of manufscturing firns moving
into or expanding in South Dakota's more
rurcl sreas during the 1970s, the results
suggest that the system of paved secondsry
rosds sufficed and thst other factors
(such as svailability of s femsle work
force in small towns) more than offset
distance from the {nterstste systen,
Unlike in nmany other atates, there is
little cost associsted with crowded
highvays for users of secondary roads in
South Dakots.

Of course, it should be kept in mind
that the interstate highway sysien vasg
designed g0 that many of the major Popula-
tion centers in South Dakota are, in fact,
served by the system. Hence, to & certsin
extent, manufacturing growth associated
with populstion centers has necessarily
gone along wi.h interstate highvay access.

Transportation aodes used by South
Dakota manufacticers vere analyzed in
some detail in :his study, draving on
data from the manufscturing firm survey
(Tsble 3).
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In terns of shipping goods, the o
difference among SIC (Standard Industrial
Classification) cstegories is most
pronounced in the frequency of use of
railroads. The producer of paper and
allied products (SIC 26) relied entirely
od the railrosd for shipping its pro-
‘ducts. (Since only ono firm oxistod In
this SIC category, it is difficult.to
drsw conclusions concsrning the influonce
of rail transport on this category as a
wholo.) At tho othior oxtrome, Mlras tn 8
of the 12 SIC categorias did not utilize
rsilroads st a1l for shipping their
goods. Thus, the presence of g railroad
for shipping a firm’s gooda appears not
to be of major importance for wost
magufacturing firms responding to ths
survey.
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Firms in tvo industry catugurioge-
electrical machinery and transportation
equipnent ~—made somevhat frequent ghip-
Ping use of the transportation mode -
labeled "other" in Table 3. The principal !
"other" modes were Parcel Post and
inited Psrcel Service (UPS). .

Trucking vaa the most important
shipping mode, csrrying 91% (48 by truck
owned and 43 by truck not owned) of the
voluse of goods shipped. All fndustrics
except transportation equipment (SIC 37)
and the single reporting firvm vhich
produced psper hauled more than 80X of
their outshipment volume by ervck.
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Reliance on trucking was slso
evident in the recei-ing of materials
(912 of all materfala roceived), Pires
producing chemicals and allted producta
LTC 28) constituted the only SIC group
to use trucks for less than 80% of the
Volume of materials recoived. This group
of £1rms yged rafl more than did others,
with 24X of volume received by thia
means.
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Table 4 differentiates the use of
each method of transport for firms
located in different sizes of cities or
towns. Reliance on trucks for shipping
800ds vas fairly eq.al awong firms in
different city sizes. Yor receiving
materisls, firms in citias of 1,000 to
5,000 persons tended to utilize trucks
owned by the firm more often than did
firms in other size intervala. No par-
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ticular cily size 8ppesred to have much
greater use of air or rail transport (for
movement of manufacturing materials and
goods) than did others., Firms located in
smaller communitics (under 1,000 popula-
tion) did tend to use “other” trans-
portstion modea, suc as UPS, to & greater
extent than flras located in larger
qomnitiel.

Overall, transportation access does
not Jppety Lo have been as Important as
we expected it would be in inducing
manufacturing firms to locate in some
South Dakots counties rather than others.
A reasonably good system of secondary
roads, coupled with licavy reliance on
truck transport, seems to have made many
of the smaller nnd more remote towns
sufficiently accessible for manufacturing
growth to take place. The use of truck
transport allows firms flexibility in
plant location decisions, permitting
factors other than transportation access
to exert stronger influerce on those
location decisions.

This In no way denics the positive
influence that the interstate highway
system has had in opening up South Dakota
8s a whole to manufacturing possibil-
ftics. ihe stace is certainly more
accessible to regional and national
manufacturing goods markets than it was
prior to creation of the interstate
highway systea.

Educational facilities

The existence of post~secondary
educazional facilities within a county
was hypothesized to be a positive in-
ducement to manufacturing employment
growth. A certain proportion of gradu-
ates from posr-secondary educational
facilities can be expected to remain
within the community following graduation
if smployment opportunities are availa=
ble; this causes a general upgrading of
the skill level of a local labor force.
Manufacturing firms which require special
labor skills may tend to locate in a
county where a college or appropriate vo-
cational education facility is present.
Another attraction which is associated
with college comuunities is the increased
avajlability of cultural opportunities.
This can be especially influential in

sttracting manufacturing management
personnel to rural sreaa, &s these
cultural apenities add to the overall
quality of rursl living.

To test the above hypothesis, rates
of manufacturing cmployment growth In
South Dakota countiea were examined in
relation to preaence or absenco in the

, respective counties of (1) coileges and

(2) post-sccondary vocatfonal vducatlon
(vo~ed) institutions, Those countica
which had either college or vo~ed in-
stitutions in 1970 did tend to show
groater manufacturing employsent growth,
in absolute terms, in subdcquent ycars.
While that tendency also held true when
county manufacturing cmploymcnt growth
was measured i percentnge terms, the
influence exerted by educational faclili-
ties was not particularly strong.

111. Community modifiable factors

Many location factors are beyond
community control. However, there are
certain variables a community can in-
fluence which are believed to enhance its
industrial potential.

General local development corporation
activities

A local development corporation (LNC)
has been described as an "independent
association of private businesses oand
citizens operating with privntely sub-
scribed funds as a legal author ity or
instrument of the state in which it does
buainess. The privately subscribed funds
are received through the salz of stock, if
chartered as a profit corporation, or from
dues, assessments, or other contributions
if chartered s& & nonprofit corporation."7

The rolas which LDCs play vary
considerably. GCeneraily, an LDC promotcs
the economic development of the community
by assisting industry in locating within
the comsunity or by helping to cxpand
existing industry. This way be accom—
plished by provisfon of several itcms,
incliding financial assistance, industrial
gites and related facilities, and general
liaison between the community nnd in-
dustry.
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Noat of the 125 firme reaponding to
the manufecturing firm survey indicated
thet LOCs had exarcised 1ittle or no
influencs on their decisions to locats
sither vithin South Dakots or in pare
ticuler communities. Only \7% 'indicated
LDCs had exerted a major influence on
their deciefons to locate within South
Dakots. Tha same percentage reported
major LDC influence on their decisione to
locete in psrticular comsunitise.

LDCs sasigned somevhat more impor-
tance to thair own roles in ettracting
induatry. Of 87 questionnaire responsas
to onc quostior, 43 (roughly half) of the
LDCs felt they had Seen succesaful in
influencing ons or more manufucturing
firme to locate in thair respactive
comaunitise since 1970.

Two thirds of the reporting LDCs in
South Dakota wore orpnnized as nonprofit
entitiss. Thare vas 1ittle diffarence
between profit end nonprofit types in
self-renorted rets of succeas in ettract-
ing man.facturing firms, However, s
grester proportion of the profit LDCa or
their comunities (92%) provided some form
of financial aseistance to firms thay
helped attract than did nonprofit LDCs or
thoir communities (66%). The LDC survey
alsy indicated that financial essistence
vas more often provided in large than in
small cities.

Types of financisl sssistance ra-
portedly offerad to firms by LDCs or local
governments .re gsummarized in Table 5.
The rasp are grouped thers
to type of LDC (profit va. nonprofit).

The lease-purchase option (LPO) on
buildings and land wes the moat fraquently
used form of financisl sssistancs, fol-
lowed clossly by the LDC essisting the
tirm in obtaining financing from sc-a other
source (ASSIST). Disregarding the “OTHER"
cstegory {n Table 5 for the moment, the
laast commonly used source of finsacing
vas industrisl revenue bonds (IRB).

The local tax incentive (LTI) sms
utilized by S9% of the firms ettracted by
an LDC designated as profit, whereas locel
govornments in towns of nonprofit LDCa
utilized that means of assistance for only
10Z of the firms for vhich finsncial

10
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asaistance was provided. Monprofit 10Cs
offared the lease-purchase optizn (LPO) on
buildings and land mors often then any
othsr type of financial fnducesent.

. LDCs in towns with less than 2,500
parsons utilized the lease-purchasc
‘option (LPO) on buildings and Jund myrc
fraquently then sny other single financing
davics. A local tex facentive (LTI) to
flrms wae the device xoat commonly used in
cities of ovor 2,500 porsons. The ume of
industrial revenus bonds (IRD) ae o
financisl sttraction devics we moat
prevalent in the citiss of over 5,000
persons. .

Oversll, it appears that LDs and
local governments in large population
centara are more ¢1i1ling end adln than
those in emall centers to provide finun-
cial sssistans of s mors costly nature--
such as local tax fncoentivos aud fudus~
trial revenus bonds. Coaversely, the LDCe
and other local eni .ciss in small com-
sunitiss tend to rely more heavily on .
conventional lease-purchase options on
buildings and land and on aesfnting firms
in obtaining financing from other sources.
It ahould slso de noted that profit-making
LDCs generally mobilizs mors financinl
assistanco of all typos than do thelr
nonprofit countirparty; much of this
assistence, it ehould bo noted, is public
in nature (i.e., tndustrial revence bonda
and local tax incentives).

LDCs ranked (in the murvey) clght ways
often uded by them in promoting industrial
devolopaent (No. 1 is moat important and
N>, 8 ia least imwportent):

No. 1. Flay direct role in making
industrial eites and build-
ings avallublo to firms--by
development corporation
options, ownership, lcasc-
Purchase arrangements,
etc.;

No. 2. Promote good businoss
clinato and ecrve na
liaison between industry
snd various community
sToupe:
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No. 3. Assist firms in obtsining
finsncing from other
sources, such as commercial
banks or the Small Business

Administration;

Make inventories of sll
avallable industrisl land
and buildings in the ares;

No. 4.

No. 5. Conduct economic surveys of
the arca (e.g. labor
surveys);

No. 6. (ive tours of the area to
prospective firms;

No, 7. Directly sssist in financ-
ing; and

No. 8. Provide managerial and
engineering counseling
services of a techaical
nature.

As indicated by the rankings, LDCs in
South Dakota feel that the provision of
industrial sites and buildings is of
primary importance in attracting industry.
This is perhaps the most common function
of LDCs, as industrial sites are often
held on option, with the possibility of ce
yet unidentified firms locating in a
community.

According to the rating ,iven to the
two factors dealing with financing, it
sppears that the LDCs do not feel that a
direct role in financing is as cost-~
effective in attracting industry as is an
indirect role, via sssistsance to firms in
obtaining financing from other sources.
This supports our genersl observation that
most LDCs in South Dakota do not have
large amounts of cspital to work with and
that they thus rely more on alternative
financing, as well as nonfinancisl
inducements, to attract industry.

As expected, the provision of mana-
gerial and engincering counsoling sorvicas
of a technicsl nature was rsted least
important of the various roles of LDCs in
attracting industry. This ranking may be
due to the inahility of most LDCs and
local entities in South Dakota to provide
such services. Provision of such services
can be expected to be most prevslent in

ccity sizes.

the lsrger populstion centers snd in
communities where these services sre
associated with a university or extension °
Program.

The profit-nonprofit ststus of LDCs

did not produce Sny marked differences in

their ratings of these cight industrial
inducement fsctors. However, some differ-
ences were noted smong LDCs in various
Most notable was the differ-
ence in rated importance of (luanclug
assistance, with LDCs in cities of over
2,500 persons considering both direct
financing for firms and assistance in
obtsining slternative financing as being
of more importancs than did LDCs in
communities of less than 2,500 persons.
The LDCs in lsrger communities appear to
have relatively wmore cspital rescurces
from which to drsw in their industrial
inducement efforts.

Site availability and quality

Several questions on both tl.e local
development corporation survey and the
manufscturing firm survey explored the
characteristics and busincss terms of
tndustrial sites and buildings utilized by
firms.

0f 85 LDCs which responded to one
questicn, 66% indicated that they owned ot
had an option on s development site; 92%
of LDCs in communities of over 5,000 noted
such ownership or option arrangements.

The breskdown, for L.DCs reporting
ownership or option srrangements in
existence, is as follows:

(a) 56% reported LDC-owned sites;

{b) 18X reported that they held
options on sites; and

(c) 26X iudicated that they con=
trolled development sites by &
combination of owneralitp and
option agreenents.

Profit LDCs were found to be wore
likely to own development sites than were
nonprofit LDCs.
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Of thoss firms which LDCs rsportedly
halped influencs to locats within their
communities, 71X locsted on specislly
designated dsvelopment sites (Table 6).
Sixty percent of the development sites
wers ownsd by LDCs and an additional 16%
were held on optioa by LDCs. The LDCs
also reported that 697 of the developwent
sitss wars in aress zoned "industrial.”

Facilities svailable at industrial
sitcs prlor to firm location, sccording to
126 respondents to the manufacturing firm
survey, srs shown in Table 7. Over 50X of
these sites had electricity, sewer, and
paved road facilitics, Electricity was
the most often available.

Due to the saall nunber of firms in
several of the SIC code categoriss, we
nust cxercise caution in drawing cot.-
clusions sbout the importance of various
facilities in attracting particular types
of manufacturing firas. ilowever, we do
note that those fims producing trans-
portation equipment (SIC 37) tended to
locate st sites which did not havs trested
water, scwer, or rail facilities. Rail
service scems to be of little consequence
to those firms producing appsrel and other
fabric products (SIC 23) and firas pro-
ducing electricsl and electronic machinery,
equipment, and supplies (SIC 36).

Firas producing concrete products
(SIC 32) tended to locate on sites vhere
no building was already present. This
would be expected, since ths majority of
the firms in this SIC cstegory produce
Products which require special plent
features peculiar to the industry. The
aites which these plants locsted on were
8lso the least likely to provids gas,
peved rosd, electricity, and sever facili-
ties. Conversely, provision of rail
service at the site vas more likely in
this SIC category than in most others,
indicating an sppsrent need for concrs.e
producers to have rail sccess to move
their bulky materials.

Nearly half (49%) of firms responding
to the manufacturing firm survsy indicsted
that chey had moved into previously used
buil:ings when they came to the comsunity,
Another 39% noved into new buildings
constructed specifically for them. Very
few firms utiliz=od previously unused

12

speculative buildings. This may give a
clus sbont the advisability of construct-
ing “spsc bui.dings."

The most fraqusnt usors of new builde
ings included those fires producing cement
products (SIC 32), food products (SIC 20),
‘and lumber and woud products (S1C 24),
Thsss types of firms gensrally nsed
special facilitie~ which must be built
into the structure of ths plant. Thus, it
nay be as cost~cffective to coustruct a
new building to meet thess firms' exact
specifications as to remodsl an existing
building.

Pitas wore alvo catsgorized according
to whather they wers-"nev" operations or
"take-overs" (changss in ownorship in-
volving previous local operations) at the
time of gstablish in the ity.

Of the 102 firms reportsd as "new" opera~
tims, the proportion utilizing new
buildings was about the same as that
utilizing pr viously used buildings.
However, of ths 23 firms dasignated as
"take-overs" of previous opcratiuns, 19
(83X) used previously occupicd buildiugs.

Buildings and land wvere purchased
outright by 46X ol the manufacturing
firms. The othsr types of purchase or
rental srrangements reported by firms wero
fairly evenly split: 19% of the (irms
used ordinary leasss; 10% used leass-
purchase agreements financed by munlcipal
bonds; 182 ussd other types of leasc~
purchase arrangementu; and 9% uscd some
"other" type of purchass or rental aproo~-
nent.,

Those firms which located in cities
of 5,000 to 9,999 persons utilized the
leass-purchase agreement financed by
municipal bonds 37X of ths time, nearly
three times wors fraquently than did firms
in any other city size group. 1In con-
trsst, firms in smalisr cities used this
forn of purchase-rental sgreement least
oftsn, relying more on outright purchases
of buildings and land and on varlous other
types of purchass or rental sgreements.

Firns producing food products (SIC
20), chenical products (SIC 28), and
cement products (SIC 32) were the moat
comson users of the outright purchase
spproach for scquiring buildings and land.
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Firns in SIC cstegoriss 20 and 32 often
used nev buildings when they bsgan opers-
tions in & community., In sum, thess firas
often purchase or construct new buildings
when they start out in s community.

’

The lease-purchase sgreement finunced
by wenfclpal honds was csed most often by
those firas producing rubber and nis-
cellancous plastic products (SIC 30) and
firns producing machinery, except elec~
trical (SIC 35). Thuese types of firms
tend to locate fn the larger cities of
South Dakota, snd it is in such cities
that this type of building fcquisition
agrcencnt iz mosat prcvalent.

Comnunity services and tax levels

Community service levels sre some-
times bolleved to influence managements'
willingncss to locate firms in given
conmpunitics. Onc varfable was included in
regrossion analyscs of this study to
specifically test the relationship between
manufactur ing growth ana quality of
cormunity services. This variable is the
fire prot ctlon ratiug, as measurcd by the
rating of the largest city in esch county
of Soath Dakota, The fire protection
rating wvas considered as a proxy for
general servicc level quality in each
county, since a favorable fire protection
rating was belicved to ho indicstive of a

" 1stter view, en incressed tsx loval ie

of s positive relationship between the tax
levsl and manufscturing employment growth.
We thue conclude that local.tsx levels
Jither are generslly unimportant in firm

location dscisions or ste an indication of
ths level of ssrvices of sn srca. In this

ausociated with an fnercased qumtity and
quality of public eerviccs. Hence,
highar taxes--by smaking improved public
services possible--could (up to some
point) eorvo as an industrial attraction!

Most other. industrisl location
studiee slso have found tax levels to bo
insignificant in explaining firm location
da-isions, This suggests that local
development officlals should csrifully
consider whether tax breaks for incoming
firps ars cost-effective locatlonal
ind. zoments. The tax revenuo genvrated by
s manufactucing firm may be quite con-
sidersble for a community, and it often s
ong of the reasons for sccking i new
nanufacturing firm in the firat place.
Why sutomaticslly give it up to attract @
firm that may be willing to lovate In the
comunity anyway?

1v. Summary and conclusions

Can South Dakota continue to bhenefft
froz the nationsl trend of manufacturing
activity exsanding into rural arcas?! The

relstively high level of ity support
for public services.

dowever, the fire protection rating
varfable did not prove to be significant
in explalning why manufacturing grew
faster in some countics thsn in others.
1t is possible that the high correlstion
of this varisble with the county popula-
tion variable dieguiscd its effect soms-
what, Moreover, the fire protection
rating wss slso highly correlsted with
sevarel other variables—such as the tax,
poverty, and pe- capitu income levels of
counties~-wh sh may serve ss indirect
proxies £or service levels,

A tax vsrisbie, based on relative
rates of property tazation in South Dakots
cow.ntics, vas also cntered into the
equations to tast the hypothesis that
higher tax levels diszoursge locsl manu=-
facturing grovth. Hovever, the regression
results generally indicated the existence

to this qusstion depends on its
sbility to match the necds of various
types of manufacturers with thc charnc~-
teristics snd strengths of individual
South Dakota cosmunitica, The (indines of
this study concerning industrial location
festors should help in this development
effort.

Location factors over which communitice
have little control

0f the fsctors considercd to be
beyond community control, the presence of
a large population base and post-secondary
education fecilities are the _os. wignifl-
csnt industrial inducemonts when frowth is
wessured in terms of sbsolute chanse in
manufs ‘uring employment.

The prepondsrance of manufncturing
sctivity--in terns cf sbsolute change in
manufscturing employment~-lo:ating in the
larger populetion centers of South Dakota
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during the 1970's sppests st first to be
contrary to the notion of manucacturing
sctivity shifting to rursl aress. How=
ever, we must keep in nind that, with the
cxcept ions of Sioux Falls and possibly
Rapid City, most South Dakota towns would
be considered rural or nonmetropolitan by
nationad standards. There ix much room
for growth yet in South Dakota's "lsrger
population centers™ before significant
disecononies of size sct in.

Most commur’.ies with college or
vocational education facilities are also
associated with sizable population bases.
Therefore, (irms cun penerally expect to
£111 most of their labor nceds, in terns
of quantity and quality, in such come
munftics.

Previously low lcvi's of female lsbor
force participation, absence of overty,
and lack of prior industrislization proved
to be the factors which most {nflucnced
Percentage change in manufactuing employ=
ment in South Dakota counties during the
1970"s, Thus, thosc ¢ oun-fcs which can
still {ncorjorate & good deal of addi-
tional female labor into their work forces
csn be expected to increase nsnufacturing
exployment by the sreatest percent. A
high degree of county uvndec mploynent in
genersl was {sund, in this study, to lead
to a .gher than average percentage rate
of subsequent growth {n manufacturing
cuployment.

Contrsry to prior expectstions,
access to the intcrstate highway systen
vas not found to significantly affect the
absolute or percent change in manuface
turing employwent growth. The widespread
use of truck transport, in combination
with adequate noninterstate liighwsy
access, scems to have offset some of the
disadvanrages cxpected for communities not
close to the interstate system. Deterio=-
rsting bighvays and ever=increasing fucl
costi could change this picture during the
1980°s, hcvever, Transportation costs may
become n n.ve significant determinant of
- ufacturing, locatson £ the future in
Soutn Dakota.

In te'ms of tonnage, 91% of all goode
shipped and materials received by the.e

firss responding to the manufacturing firm
survey in this study werc transported by

14
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truck. Pirms producing chemicsls and
allied products constituted the only
manufscturing group using trucks for lcss
then 80X of their material transport. The
usc of trucks for shipping poods and
receiving materisls is fairly uniforn
among firms from diffcrent city size
{ntervals.

Locstion factors over which communitics
£ exert some control
SO SANIT womo control

Overall, actions taken at the com=
sunity level sppear t» Yave little direct
tnflucnce on manufacturag fivas' dis fe
sions to locste within psrticular com-
munities. Responsss of asnufacturing
firma indicated that local development
corporations (LDC#) had major influence on
:te location decisions of only 122 of tho
firas.

Of the LDCs surveyed, ncarly half
reported that they had nflucnced at lcast
one ranufacturing firm to locate in the
comzunity, Tho profit-nonprofit atatas of
LDCs d1d not scem to have auy notable
bearing on their rate of succcss in
attracting industry.

The most notable difference between
the LDCs of larger and smaller cirfcs is
in terms of the fin: \cial support provided
for manufacturing activity. The LICs from
larger communities are morc concorned with
financing wmanufscturing activity und have
greater finsncial capacity to dirccelv
assist firgs,

LDCs and local governments of larger
cities often usc industrial revenuc bonds
and local tax incentives to financially
assist nev firms. Local tax incentives
may often be too costly for small cities
to effectively utilize. Industrial
revenue bunds, whilo incurring very Jitile
risk to the community, are not uscd very
frequenily by smsller cities. Tlifs may be
duc to & lsck of familinsity on the pare
of officlals from smaller citics with
procedures for issuing industrinl rovenuc
bonds. Also, the overhcad costs associ-
ated with {ssuing bonds may be harder to
bear for small towns. Whatever the case,
it would seem that thia means of {inanc Ing
might be ut{lized morc cxtensivcly by
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sriller comunities to provids financial
essistsncs to nevw manufecturing firms,

Creatar financial capacity wes
exhibited by LDCs dssignated as profit
than ones designated as nonprofit.
Ninety-two percent of the profit LICs
provided finsncisl esststance to firms,
compared to 66X {n ths cess of nonprofit
LIXCs.

Municipsl bonds to finsnce lease-
purchase cptione on the first building and
adjacent fndustrin) land of firms were
wore commonly used in lergs cities than in
emall cities. Also, the holding of
development sites--eithsr by ornership or
by option—for futura industrisl sctivity
was olso most provalent asong LDCs ot
citise with ovsr 5,000 pereons.

Genorally, focilities provided st
{ndustriol sitss did not differ such among
verious city sizes or betveen profit and
nonprofit LhCk. No particular combination
of Cacilitios appeared to be the general
key to sttracting ssnufsecturing activity.
Electricity was the most Cosmonly provided
fscility, with industrinl site reil sccssa
the lcast often provided.

Thoss firms producing food and
concrete products vers ths ones to most
oftsn construct new buildings for their
initisl opsrations. Previously used
Laildings vere utilized wost f 1y by

Conclusions

The findings of this study tend %o
indicats that moet individual comsunitiss
have 1imited sbi’itiss to influence the
course of eveats on local sanufscturing
devslopment. Locsl devslopment groupe
should vecognizs thoso limitationn and
davslop strategies based on variables that
can be positively influenced or contTolled.

Y,

N

for example, communitive cau malntain
inveatories of tha quantity and composi-
tion of their lador poola. Perticulor
sttention should be given to fdentifying
potentisl femsle additions to tha -labor
force, since many of the light, footlonss
aenufacturing eaterprises which eater
rural sreas typically drav most heavily on
the femals.labor forcs. Undsromplojod
and "discouraged” workors alsv neod tu bo
1deatifisd, since these workers—if given
adequats treining and employwent oppor-
tunities—cen eignificantly contribute to
economic sctivity in South Dakota. Labor
forcs inventories can sesist potentinl
firas, even though the individual com-
munitiss have little direct influcnco on
local labor supplies.
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Although county fccess to intorstato
highways did not prove to be significant
in explaining manufacturing employment
grovth in this study. the heavy raliance
on truck transport (91% of both goods and
materiale tonnags) say take on added
significance in the years ahsad es in-
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firms producing rubber end plestic pro-
ducts, metal products and transporzation
squipment, end machinery.

14 &

d fusl pricas cause trnnsportation
costs to make up 8 grester percontags of
firm oporeting costs. Yirms may, In the
futurs, pay closer sttentisn to cost
sevings associsted vith locating noar the

7
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In gensrel, activities

of rav materisls or near the point

within the rsslm of community control seem
to have little direct influencs om sttTect-
ing manufecturing sctivity. Jor exanple,
lover locsl taxes—an industrisl inducec-
ment sometimes considered by communities--
vas not found in this study to be & likely
significant factor in industrial location
decisions. If anything, lov tax levels
say lesad to poor local services and
discouregs industrial grovth. Some local
sctions, such 8s essisting new firms in
finding snd gaining accees to industrisl
buildings and sitss, may be Telstively

in ive and worthwhils for local
developaent groups, howevsr,

o1 final delivery--dspending on whother 3
weight gaining or weight losing production
process is involved—then they did during
the 1970's period covezsd by this study.
This could lesd to the increased practics
of proriseing food products nesrsr to
sou”.es of agricultural production, s
14,1y advantoge to South Dakota in
gensrsl.

Hov individual communitise vill fare
in terms of manufacturing developmont in
the 1980's and 1990'a, however, may depend
s great ¢sal on such state and local
transportetion decisions as what fecder
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cosds to naintain and in vhat form to
maintain them, Incrcased rond transe
portation costs may make rail sccess
relatively more fmportant to st lesst some
types of manufacturing development during
the remainder of this deszade than it
sppesred to be in the 1970's.

. Communitiss probably best serve their
interests by attexpting to gttract in-
dustries which can utilize the facilities
and services which the community slready
has avsilable, rather than by offering
sdditionsl, costly inducements. Emphasis
should be on econonmgc advantages which
already exist. Thus, it may often be nore
{nportant to aasist the expansion efforts
of already existing firms than to ssek out

Saaller comunitiee may be st some-
vhat of & disadvantnge in ter is of the
technical expertiss of their personnel in
dealing with fsdersl development Prograns.
Local devslopment officisls from smallor
comaynities sra gsnerslly only fnvolved

with ity develop proyp ona
part-timc basis, whereaw larger citice niy
have full-time staff working in this area.
Thus, there {s a nsed for state dovelop-
dent agencies; planning districes, and the
Coopsrative Extension Scrvice to conduct
wvorkshops for local officials on develop-
ment options and Jvailsble financing
tools.

Before sstting out to attract in~
dustry, locsl people need to nsscss ths

%

et s e
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new firms to bring into the community. probadle iwpacts of industry on their
communiry and on particular sepments of Y
In light of the appare~ Yy greatsr the populstion within tha community. They B

success of the larger South Dakots cities
in steraceing manufacturing firms snd ths
greater usc of certain financinl devices
in those cities, it may be appropriste for
locel development corporatione and local
Rovernments of smaller «it'es to increase
their use of gelected financisl toole in
attracting manufacturing firms, Some
types of financial incentives, such as
locsl tax breaks for fncoming firns, may
be too costly for small cities; however,
devices such ss industrial revenue bonds,
vhich are normally free of risk for focal
governments, might Judiciously be more
widely used in South Dakota.

should consider the equity in distribution
of potentinl employment and income bene-
fits expected to be derived from the
industrislization effort. They should
atteapt to snticipate any possible pollu-
tion costs, congestion, and crlinme. There
nay be added demanda,for such community
services ss water, sewer, firc, police,
and streets &s & result of new firas and
their employees and familicw. Under-
standing these potential impacts, local
People are then ready to work on the
industriel potential of their copaunity.
The findings of this study can be used as
guidance in developing that potential.
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Yootnotas

v

1'Cexmu raporta classify citias with populations of over 50,000 as metro-

politan arezs. In this raport, rural will denota thoaa incorporatad placas -
with fawer than 40,000 parsons in 1970, which includaa all of South Dakota

excluaiva of Sioux Falla and Rapid City. Tha tarms rural and nonmetropolitan

wlll be used Interchangeably throughout. * °

.2 . :

Thomas L. Dobbs. Planning for rural induatries - local employment. EC 722. %
Brookings: South Dakota Stata University, Cooperative Extension Service, 1979, B
pe 3

JMarvin P. Riley and Linda Baar. South Dakota population and nat migration,
197C-1980. Popular a Updata Sarias, €229, No. 4. Brookinga: South Dakota .;
State University, /. tcultural Experimeat Station, 1981, p. 1. :

Aol

"Uppet Midwest Council. Uppar Midweat employment trenda. Minneapolis, MN:
Upper Midwest Council, 1979, p. vidi.

SUnlesa othorwise notod, data raferred to aa from tha "ssnufacturing firm
survey" are from thia sampla of menufacturing firms., Sioux Falla and Rapid
City firws werc excludad frcm tha aurvay. Details of the sampling procecdure
are contained in Appendix A of the thaais by Goeken: Wayna R. Goaken,
Factors influcncing manufacturing dovelopment in South Dakota. NS thesia
in economics. Brookinga: South Dakota Stata Univaraity, 1980.

s e vdo s or

[N

6coeken » 1980.

v oy
I,

7Hu-old F. Schaff, Evsluu.tion of aelected local development corporations
in North Dakota. NS Theais., Fargo: North Dakota Stata Univeraity, 1978,
p. 4.

Y

8tn two of the regression models, a negstive reletionahip between tho tax lcvel
and panufacturing employment growth weza found. Reaulta were not highly aignifi-
cant, however, in regression modela with eithsr positiva or negative tax~
exployment growsh findinga.
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Table 1. Abbreviated descriptions of variables used in regression analyses

of manufacturing employment change.,

DEPENDENT VARIABLES:

3{1 = ABCIME = absolute change in zanufacturing caployment (1971-77)
Y3 = CHMFEMZ = percentage change {n ranufacturing cmployment (1971-77)

INDEPENDENT VARIABLES:

Transportation Access

D, = ROAD1 = interstate access within adjacent county, 1970
D2 = ROAD2 = interstate access within county, 1970

Educational Pacilities

B3 = COLLEGE = four year college or university {n county |
Dz = VOED = post-secondary vocational education facility in county

Labor Force Availabilicy

X] = UNEMPLOY = county unemployment rate, 1970
X3 = UNDEREMP = underemployment, 1970

X3 = ECUTINDX = economic utilfzation index, 1970

X, = LFPR = total labor force participation rate, 1970
X5 = FLFPR = female labor force participation rate, 1970
Xg = AGE = age structure, 1970

Economic Structure and Agglomeration Pactors

X3 = POP70 = county population, 1970 R

Xs = PRIORIND = prior degree of industrialization iu county, 1970
Xg = PPSGMILE = persons per square m{le, 1970

Xj0 = LOCINDEX = location index

xu = PERCAPIN = per capita income, 1969

J(12 " POVERTY = percent of persouns below poverty level, 1970

X)3 = PIRE = fire protection rating, 1970

xi‘ = TAX = taxes, 1970

P
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Tsble 2. Population and manufecturing employment dats for South Dakota counties. ‘;»'
3
Manufacturing Manufacturing Absolute Percuat i}
Population Eaployment Employsent Change Change p
County . 1970 1971 1977 1971-77 __ 1971-77 H
. A
Aurora 4,183 17 . 3 -4 -2 *
Beadle 20,877 871 981 110 13 0%
_Bennett 3,088 18 A 3 17 -
Bon Humme 8,577 45 309 264 587 ho
Brookings 22,158 277 . 903 626 226 A5
p Brown 36,920 1,761 1,865 124 ? S
- Brule 5,870 43 52 9 2 .oy
! ruffalo 1,739 7 L * * T
Butte 7,825 D 82 * € B
Caapbell 2,866 19 34 15 79 A
Charles Hix 9,994 8 23 15 188 T
Clark 5,515 136 126 - 10 -1 ¥
Clay 12,923 170 254 8 49 "%
Codington 19,140 843 1,33 491 58 b
Cormon 4,99 0 L * * &S
Custer 4,698 160 177 17 1n : T
Davison 17,319 472 809 337 n =
Day 8,713 119 108 -11 -9 R
Deucl 5,686 12 30 18 150 i
Dewey 5,170 5 15 10 200 5
Douglas 4,569 15 56 41 273 A},
Edmunds 5,548 25 23 -2 -8 &
Fall River 7,505 80 84 4 S ANl
Faulk 3,893 ] L * * =
Grant 9,005 366 447 79 22 .
Gregory 6,710 23 43 20 87 P
Haakon 2,802 39 ] L " 3
Hanlin 5,520 7 56 49 700 3
Hand 5,883 39 59 20 51 Y
Hanson 3,781 17 1 -6 - 35 g
. K
Harding 1.855 1 11 10 1,000 P
Hughes . 11,632 100 125 2 25 i
flutchinson 10,373 70 157 67 1264 51
Hyde 2,515 0 L * * Tk
Jackson 1,531 4 L * b 28
* Jerauld 3,310 13 13 0 0
Jones 1,882 1 L * *
Kingsbury 7,657 45 125 * * 2
Lake 11,456 277 572 295 107 "
Lawrence 17,453 185 522 337 182

cont., next page
19
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Table 2. continued.

Manufacturing Manufscturing Absolute Percent

Population Enployment Change Change

County 1970 1971 1971-77 1971-77
Lincoln 11,761 420 ~ 14 - 3
Lyman 4,060 41 * *
McCqok 7,246 90 21 23
McPherson 5,022 20 3 15
Marshall 5,965 11 167 1,518
Meade 17,020 105 231 220
Mellette 2,420 0 * *
Miner 4,455 14 n 507
Minnehaha 95,209 6,124 660 1)
Moody 7,622 13 3 408
Pennington 59,349 2,033 569 28
Perkins 4,769 33 2 72
Potter 4,449 31 7 23
Roberts 11,678 25 114 456
Sanborn 3,697 S4 64 119
Shannon 8,198 D * *
Spink 10,595 31 -10 - 32
Stanley 2,457 5 * *
Sully 2,362 0 * *
Todd 6,606 120 ~102 - 85
Tripp 8,171 48 -5 - 10
Turner 9,872 22 75 341
Union 9,643 140 734 524
Walworth 7,842 78 - 54 -~ 69
Washabaugh 1,389 0 0 0
Yankton 19,039 1,021 360 35
Ziebach 2,221 6 - 6 =100
South Dakota 666,257 17,064 5,984 35
u.S. 204,878,000 18,623,000 1,059,000 6

Sources: a)

b)

c)

L = Less than 10 persons engaged in manufacturing employment.

President (Washington, D.C.:
January, 1980) pp. 233, 242.

Population data for South Da:ots and the individual countica vere
obtained from William H. Bergman, Bulletin No. 108, Handtook uf
manpower gratiaticc for South pakota (Vermillion, South Dakota:
University of South Dakots, Busincsa Research Bureau, 1973)

ppP. 50-209.

Manufacturing employment dats were obtained from annual conmputer
printouts of employment and income data from the Bureau of
Economic Analyais, U.S5. Department of Commerce.

Data for the United Statea were obtained from the Council of
Economic Advisors and the Preaident, Economic report of the
U.S. Government Printing Office,

D = Manufacturing employment data could not be published due to diaclosure

problems resulting from an insufficient mmber of firns engaged in manu-

facturing.

* = Statistie could not be calculated due to lack of data in one or both of
the yeatrs of analysis. Thus, these counties are

gression analysis.
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Table 3. Transportation mode for shipping goods and receiving materials: mnlpercent of volume by each
mode for selected SIC (Standard Industrial Classification) categories . .

Transportation Mode

Shipping Goods (X) Receiving Materials (X)
Truck Truck Number
SIC Truck not Truck not of
Categories Owned Owned Rail Afy Other Total Owned Owned Rail Air Other Total Firms
20 (Food) 43 43 11 2 1 100 34 58 6 2 0 100 25
23 (Apparel) 73 26 0 1 0 100 61 34 2 2 1 100 1
24 (Lumber) 57 39 4 0 0 100 18 65 13 1 3 100 12
26 (Eaper) 0 0 100 0 0 100 0 0 0 0 0 100 1
28 (Chemicals) 51 45 0 0 4 100 28 33 24 0 15 100 7
30 (Rubber, 37 63 0 0 ] 100 17 81 2 0 0 100 7
Plastics)
32 (Stone, 80 18 0 1 1 100 48 52 0 0 0 100 9
Concreté)
34 (Metal 31 69 0 0 0 160 25 75 0 0 0 100 4
* Products)
35 (Machinery) 48 48 0 0 4 100 25 70 4 0 1 100 22
36 (Electrical) 24 59 0 2 15 100 6 93 0 1 0 100 7
37 (Transpor- 42 36 0 3 19 100 30 55 0 1 14 100 12
tation) . "
38 (Instru- 0 98 1 1 0 100 0 92 8 0 0 100 ° 2
ments)

All Categories 48 43 4 1 4 100 30 61 5 * 4 100 119

Source: Manufacturing fimm survey

l‘rhe mean parcentages have not been weighted by the tonnsge shipped by individual firms vithin the SIC .
categories. The mean percentages for "All Categories" is weighted by the number of observations from
each SIC catczory.

#Less than 1%,




B

Q
ERIC
b, o

Table 4. Transportation mode for shipping goodf and receiving materials: mean percent of vol;xme by each

mode for selected city size intervals™.

Transportation Mode
Shipping Goods (%) Receiving Materials (7)
Ccity Size Truck Truck Number
Intervals Truck not Truck not of
(population) Owned Owned Rail Air Other Total Owned Owned Rail Air Other Total Firms

1= 499 37 44 & x 14 100 20 63 5 % 12 100 .17
2 = 500-999 41 48 5 0 6 100 25 59 1L 5 100 16
3 = 1000-2499 60 34 2 2 2 100 52 40 7 & * 100 2
4 = 2500-4999 71 29 K 0 100 34 66 % * 100 10
5 = 5000-9999 37 49 8 6 0 100 18 76 6 % * 100 7
6 = 10,000~ 46 47 5 % 2 100 24 68 3 2 3 100 45
30,000
All Intervals 48 43 & 1 4 100 30 61 5 & & 100 +119

Source: Manufacturing firm survey.

lThe mean percentages have not been weighted by the tonnage shipped by individual firms within city size
intervals. The mean percentages for "All Intervals" is weighted by the number ot observations from each
size interval.

*Less than 1%; totals may not add to 100% in all cases, due to rounding.
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Tsble 5. Typs of financial assistance rsported by LDCs, sccording to profit-
nonprofit ststus. :

Of Firms Reported to Havs Received Financial Anutntc.. Percentsge

Recsiving Vsrious Types of Assiscancs

. 1DC Tybe? IRE LTI LPO ASSIST LOAN OTEER -

Profic 26 59 41 S 30 1 t
Nonprofit 12 10 39 32 24 15 T

. . 5
Oversil 18 29 40 38 26 13 i

Sourco: Loecal development corporstion survey

]The variable names used in this tsble for the types of financisl sssistsnce N
refer to: .
IRB » Industrinl Revenue Bond ASSIST = Assist firm in obtsinivg

LTI = Locsl Tax Incentive financing from altsranative
LPO = Lease/Purchasc Option sources g
LOAN = funds loaned directly from 3
LDC to firm f‘{:‘
OTHER = other type of financial “
assistance e
2Bued upen 68 firms reported by LDCs to have recsivsd one or more forms of B
finsncial assistsnce snd for which type of LDC (profit vs. nonprofit) wss i

reported. Total of percentages scross each rov excseds 100 becsuse some
firms received more than one type of financial assistance.
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Table 6. vVarious development site atrributes re

pcrted by local development corporations for firms they had
o helped attract. '
- By City Size
;= in Which LbC Percentage of Firms Locatea on Sites with These Attributes
sy Located Firm Located on LDC Owned LPC Had Option on Site Was in Zoned
o (population) Development Site Development Site Development Site Development Area
[ed
“‘”‘C 500 80 80 0 100
“‘== 500-999 56 19 17 50
'""_ 1,000-2,499 76 59 33 45
g 2,500-4,999 55 73 10 82
ml 5,000-9,999 83 83 0 100
10,000+ 79 73 13 ) 83
-~ Overall 71 60 16 69
Source: Local development corporation survey
O
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Table 7. Facllities at development site prior to fim location, by 2-digit
SIC codes of manufacturing firms.
Percentage of Firms Indicating Each Tvpe of Pacility
2=-Digic Pregent at Development Site Number
SIC Code Treated Paved Elec- of
of Firms Water  Sewer Rail Road tricity Gas Building FPirms
20 (Food) 31 50 38 46 69 31 42 26
23 (Apparel) 61 46 8 69 92 54 k} 13
23 (Lumber) 50 67 42 58 83 42 33 12
26 (Paper) 0 0 100 100 100 0 0 1
28 (Chemicals) 43 57 43 57 86 43 57 7
30 (Rubber, 57 n 29 57 100 43 57 7
Plastics) .
32 (Stone, 54 27 54 46 64 18 18 11
Concrete)
34 (Metal 40 60 20 60 60 60 60 5
Products)
35 (Machinery) 65 61 35 70 96 61 65 23
36 (Electrical) 71 57 0 57 86 14 86 7
37 (Trans- 17 33 17 67 75 42 50 12
portation)
38 (Instruments) 50 100 50 50 100 100 50 2
Total 48 52 32 59 82 42 48 126
Source: Manufacturing fim survey
28
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Appendix A Confidential survey of South Dakota wmanufacturing firms

vy

%, .
Bl s

e

Tirs Naze Phona
Address :
Ciey 21p Coda
1. (a) What year dtd ysur fim begin production operatfons {n the present comeunity?
(b) At that tiae, was this a take-over of a previsus firm's operatfon in the community
oF was 1t 4 new opuratlen In the comunity? Check vue:
Take=over of & previous operatfon (7 Nev operetion
2. Please 1iat the najor products your fimm producas at this locatton?
3. (a) %hat £s the current (1979) ctotal employvent of your Iirm in thig comunity? eaployces
(b) Is there euch acasonal vartetfon tc employment in your firm hera? {7 Yaa {7 No
(c) What was the approxinate average monthly employment of your firm {n thia comunity
last year (1978)7 ___ employees
4. Factors Influencing Fira cation Decisfon

EST.COPY AVAIL

Wit

{a) DId the acttvitics of a local developnent corporatior n the community vhore
yout £1m {3 located have an {nfluence on the fira'a deciston to locate in
South Dakota rather than sone other atate? Check ones

Licele or no influence [T Some {nfluence (7 Major {nfluence

(b) Did the activities of a locsl development corporation in the comune., wvhera
your fimm {s locatec have an t{nfluence on the firn's decisfon to locsts tn
this cozaunitly rather than other comzunities in South Dakota? Check one:

Little or no {nfluence (7 Some (nfluence [} Major {nfluence

(c) What type of butlding dtd YOUT firm occupy at the time 1t first located in this
coznunity? Check one:
(1) A building previously ysed by another firn or occupant
(2) An alresdy constructed but as yet unused speculative buflding
(3) A new butlding constracted specifically by or for your firm
(4) other (please specify)

o

o 3

BRI

(d) What type of purchase or rental egreenent d¢d your fira use for the butlding
and adjacent {ndustrial lynd at the time of {nittal location in this community?
Check one:

(1) Oueright ;urchase —

(2) Ordtnary loas. __

{3) leasa-purcliane agreement te pay off bullding fsnanced with sunicipal rovenus
bonds __

(4) Other type of lesse-purchess

(3) other (please specify)

(e) Prior to your firm's finsl decision to Jocate in thia comaunity, which, {f any,
of the following factlfties elraad, existed &t the tndustrial sfte (as far as
the {ndustrial stce property line, that {1, and not necessarily all the vay .
the building)? Check each that existed:

1) ragy _ (5) Sewer

(2) Cas __ (6) sutlding

(3) Electrictiey (7) Hard aurface roed
(4) Treated vater (8) Other (specify)

e ¥
s

(£) Were there any special conatderations related to water supply favolved {n the

——

fim's dectston on which South Dakots community ro locate {n? L] Yes LJ No
If Yes, please explain:

159°
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S. Details of Firm's Uster Use

(s) What is the acutce(s) of vater used by your firm? Plesse estimate the amouats
dravn from each sourcs in 1978 by the plant and indicats the major use of water

from each source:

Major uss in the plant

Approxinate amouat dravn (production purposasi cooling?
in 1978, ia gallons or drinking & eanttetion?
Soytcs cu. ft. {(indicats which)" fire protection? gther?

°  Munfcipsl system

Private vell(a)t

Other (plesse
specify; e.g.:
rural vatsr
aystea)

SExciuds welle usad essentially es etorage for municipal or other water.

(d) If mors than ons source i{s used, briefly isdicate shy: hd

(c) 1f vetsr is used for production or cooling purposas:
(1) Does water recycling teke place in the plant? [7 Yes [] Mo
(2) “hat xind of vater quality ie requiced for production or cooling?

(3) Doss the firm have to treat to get this quality? [/ Yes [/ Mo
(4) If trestmeat required, of vhat nature?

(d) If sunicipal system is used at all for plant vater supply and wuter line did not
already reach edge of the industrial site st the time firs loceted here (sse
4,8 02 previous page):
(1) Bov long vas the nseded line axtension? ft.
(2) Who paid for the water line extension! Check one:
Municipsl wazer suthority patd for.
LT Cost vas shared by fira and municipal vater authority or other Public body.
LJ coet vas paid for entirely by firm.
LT Other arrangement (plesss spscify):
(3) If coste were shared, vhat portion was born by the firm? Check onss
T lese than 30X of the costs of extension.
{J 30% = 602 of the costs of exteansion.
L7 Wore than 60% of the costs of exteansion.

-~

(e) For the purpoass of firm protection:
(1) Does the plant have a sptinkler system? [ Yes [J %o
(2) Dosa the plant have its own vater tovert! [ Yes [J %o

(3) If there are problems with vater supply for purposss of fire protection,
plesse note them:

(f) Bae the firm sacountared wzter problems of sny kind that might hindar plent
xp 1o this y? Yes [ Yo

If Yes, pleass specify nsture of problem(e):

160.
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6. Detafls of Fira’s Transportat{on

() Listed below are srincipsl methods of transportation generally used in shipping
aanufactured prrducts and in recefving matarials from auppliers. Plazae
ind{cate the asproximate percentage (2) of your tonnage ahipped by each methed -

during 1978, . ’
‘l‘rantgortatt:n Mothod 2
Truck® !
. jOwvned by Not Owned byl "
Firm Itaelf [ Pirm Irself | Ratl | atr Other | Total
(1) Prodults shipped by B ——— .
your plant: 2 by cach 1007 N
aethod
. (2) Materfals recefved at .
your plant from -
wpplizrs: % by cach 100y
sethod
*1gnore truck deliveries of 10 ailes or less €0 of froa othar asane of transport. !

(b) For each method of transportat{on used, {nd{cata approxfmate fraquency of
delfvery. Use the following codas:
D = Dafly M = More often than vaekly, but not defly W = Weekly
L = Less often than weekly. but on somas regular basia

Note: Indfcate NA (not applicabla) for those nethoda accounting for lase
than 5% of voluza f{n each row.

Transportatfon Method
Truck®
ed by m
irm £]¥Pirn Ieself | Rafl ! Afr | oOthed
(1) Products shipped by
your plant:
delivery frequency

(2) Materfals recuived
st your plant fronm
supplierss
delivery frequency

*Ignore truck delivaries of 10 m{les or less to Other means of transport.

(c) Hae the f{rm encounterad transportation prodblems of any kind that hindar
dalivery of the fira's products or of materials it purchasee, or are particular
problens anticipatad? [ Yes L7 %o

If Yes, plecase spacify nature of problea(a):

Respondant's nsas aad ticle;

Plasse raturn questionnaire in the anclosed etamped, self-addressed anvelops to:

Rural Industrial Developaent Projact
Zeonomics Departaent

South Dakota Stata Univarefty
Brookings, SD $7007

Rl ABLe

Aruitoxt provided by Eic: M
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Appendix B Confidentisl survey of South Dakots local development corporstions N

Local Development Corporation Hame

Address . Phons

Cicy . Z1p Codo .

1. ' What year was your developzent corporation eatablished in thia community? i
la the development corporation s profit or gon-profit organization? L
O rrafiv (O Non-Prufit .

2. Has your local development corporation been successful in influencing any manu-
facturing firms to locate in the community since 19707 (] Yea [T No
1f no, proceed to question number 5.
1{f yes, please specify up to three firms which the development corporation has
recently helped to locate in tha community and complete the table: 3

Did the fira locate | Did Your local development | Was the slitc

on a specially de- corporation owm or Lave within a

signuted develop- an option to buy the eite formally zoned 4

aont _site Owned Option to buy Industrial are: v
Tim Name Yes No Yea No Yea No Yos j.__No i
A |
B. s commam e - - —fen o — =h s re ma '
c. }

Note. For the rezaadder of the queestionnaire, the firms and the gites which they located
on will be referred to by the lettera A, B or C sssocisted with their names in question 2.
(It is vossible that tw> or sil three firns are on the asme development site. 1f ao, note
that here: .

)

3. Which of the following facilities were provided st the development site(s) priur to
the firm'a decision to locate thare (facilitiee elready et the site or passing by the
site and ready to be hooked on to)? Chack appropriate categury(s) for cach silv:

Treated | Sewer Rail Paved
Firm _ ! Uagexr | System | Service ! Rond | PBlectrieity | Gaa | Bullding
Fimm A, o
Firu B. -
Pirm C.

30
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Has your locsl deva)opmant corporation sided in financing any of thess firms?
ClYes ([ No  If yes, check the financisl Sssistancs sltarmatives ysed for each
firm: .

Fim! Firm| Fim

A -] C Financial Asufutance Altsrnativss

industrial revenue bonds:

local tex fncantives (e.g., tex morstorium)
lease-purchass option on building snd land

Assistance to firm in obtsining financing from othsr sources,
such as comuyrcisl banks or the Saall Busincss Adainistration

funds losnsd dtnctiy from devslopment ‘corporation to firm

other (plasse gpacify:

S.(a). Does your developaent corporstion currantly own or have sn option to buy a

developaent situ(s)? Yss {TMNo
(b). 1If yes, the sita(s) 1a/ars (chack ons):
{1 ovned by ths developmsnt corporstion.
73 held on option by ths dsvalopment corporstien.
[ controlled by & coabinstion of ownersh{p and option sgreements.

(e)e If yes, approximately how many additionsl firms could lecate on the wite(n)
controlled by ths devslopmant corporacion? firma

Which of the following funciions of a local development corp cation do you siow as
being the most important in attrscting indusetry? Rats ths following factore from
1 through 8, with 1 being the most important.

—— Provide mansgerial snd enginesring counseling servicss of a techntcal naturo

Promote good business climate snd gerve as 11ss0n betwsen fndustry ard various
cozsunity groups

Conduct economic survavs of the ares (e.8., labor surveys)
nsks inventories of all aveilsble industrisl 1gnd and buildings in the arca

play direct role in making industrisl gites snd buildings sveilsble to {irng~~
by davelopaent corporstion options, ownership, lssse-purchase arrangoments, etc.

directly sssist in financing

Assiet firas in obtsining financing from other sources, such as commercisl banks
or the Small Business Adminfstration

give tours of srea to prospsctive firng

Aruitoxt provided by Eic:

Respondent's name snd position:

Please return questionnatre in the snclosed gtamped, sslf-sddrasscd

envelope to: Rural Industrisl Development Project

Economics Department
South Dakota Stats Univarsity
Brookings, SD §7007

£ 1)
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Contents Preface
Proface . . « o« v o it e 4 s ..

This publication on the economic
.. 3 feasibility of fuel slcohol production is
" based upon resesrch co~ducted et South
Dokote Stete University (SDSU) from 1981

SUBEATY o o v 4 e 4 b e e e a s

INtroductdone o o 4 v v 4 W 44 . .

Utilization, value, and marketing through 1983. It {s & companion to our
' of fuel alcohol. . . ., . ... ... ¢ recently published repor: entitled A
Value of fuel alcohol . Small Scale Plant: Costs of Making Fual

Mcohol (SDSU Agricultural Exporiment
used in farm operations . . Station Bulletin 686, Suptember 1982).
Incoms tax credfe. . . . ... That bulletin dezailed the costs involved
Local marketing possibilities: in fusl alcohol production. The preeent
HMocdy County example. .. . ... 6 bulletin compares thos: costs to ostimatcd

.
A

‘

K

Agricultural fuel usage retumns from fuel elcohol and the feed %
in Moody County. . ... ... 6 byproduct. Both costs and returns aTe ¥
ruel delivery ccsts in calculeted on e 1981 basis. £
base case. . . . . ..,.... 7 . o
Engine conversion costs The sconomic analysis reported in M
dndagsecase . . . ......, 8 this bulletin and {n Bulletin 686 con- :
etitutes pert of s lorger, intordiscipli- .2
T onoamricy and engine naty fusl alcohol study involving SDSU - 2
other assumptions . . . . . . . . 10 personnel in several depsrements. We wish e
Conclusions on returns from to acknovledce the following {ndividuale B
sale or use of 185 proof vho have provided meterisls, date, and

11 advice: Carl Westby and 3111 Cibbons,
Hicrobiology Department; Ralph Alcock and

v it
< 3

alcohol . . . ... ..., .

Utilization, value, end marketing Xurt Bassett, Agricultural Engineering ‘3:
of distillers wet gratn. . ... . . 12 Depertment; Tom Chisholm ﬁ Scott Stampe, W
Value of DWG used in formerly in the Agricultur: Enginecring .

"

Department; Clayton Knofczynski, Mechani-

dairy retions . . . . ... ... 12 cal Engineering Depm:; Andrev Clerk
value of DWG used in and Hovard Voelker, Dairy Science Depert-
beof rations. . . . .......12 ment; and L. Ben Bruce, Animal and Range
Local marketing possibilities: Science Depertment. Special acknowledge-
Moody County exawple. . . . . ., 13 mant is given to Dr. Ardelle Lundesn, our

Feed Clelivery costs in colleegue in the Fconomics Deportmens who
base cese. . . . . ... ...13 reviewsd verious report drafte nnd <olla=
Feed delivery costs under borsted with us in some aspects of iLhe

other assumptions. . . . . . ., 14 elcohol fuels resesrch.

Conclusions on returns from Resserch funds for this study wore

saleoruse of DWG. . . .. .., 16 received frem the South Dakots Agricul-

. 18 turel Bxperiment Stetion and from USDA

18 Special Research Grant Xo. 59-2461~0-2~
¢ 099-0.

;? Pablleded in acoordance th o8 Ast passed 1ia 1001 by

Conclusions . . . . . v v v v v,y o

General results. . . ., . ... .
Some return considerations . . .

Scoe cost considerations .
Final obser atiens . , , .

the 14th Lagint . y "y

the Delots Agricaltsral College ond vich
References. . . . .. ... ......2 %w.“wnmnn
Annex: metric measursment shizh feul-

the
mxwmu.uunmsu’;fu:-
conversions. . . . . ., . ..., .23 versity, uu:s.w-u.s--—m—m—um

Referonce to products fs rot intended to be an exdorsement to the cxéluuon of
others which may be similar. persons using such products assume responsihilicy
for thelir use in accordance with current directicas of the manufacturer.
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Small-Scale Fuel Alcohol Production from Corn:

. Economic Feasibility Prospects

Thomas L. Dobbs, professor, and
Economic:

Randy Hoffman. research sssociate
Depsrtament

Summary

Returns were compared to costs for a
smali-scale fuel alcohol plant in this
study. Retumns were based on use or sale
of 185 proof alcohol and a semi-wet dis-
tillers wet grafn (DWG) feed byproduct.
Coats were baseu on a plant using corn as
the fecdstock and producing 175,000
gallons of alcohol per year.

Given the assumptions used in our
analysis, small- or community-scale
slcohol plants similar to the one focused
on do not appear economically feasible at
present, Only under a combinstion of
optinistic assumptions--about price
relationships and other variables--do

.o

investments in small-scsle plants appear
to have much chancé of psying off.,

4 Brgeary

Coutinued {mprovements in techno-
logiea for producing and using fuel
slcohol could improve the economic pros=
pects. TFor example, the sbility to
efficiently produce anhydrous alcohol in
small-scale plants could improve the
marketability and economic value of the
fuel product. Similarly, future sharp
increases in the costs of gasoline would
increase the value of fuel alcohol as a
substitute or extender, thereby enhancing
the economic feasibilty of alcohol plants.
It is slso poasible that certain feed-
stocks other than corn might result in
lower costs per gallon of slcohol.

rws

Introduction

Are small-scale fuel alcohol plants,
with corn as the feedstock, economically
feasible? We attempt to answer that
question in this report by compsring costs
of producing hydrous alcohol and dis-
tillers wet grain (DWG) in a small-scale
alcohol plant and transporting the pro-
ducts to users with returns from the sale
or use of the products,

Details of the small-scale alcohol
plant cost analysis are contained in a
companion bulletin entitled A Small-Scale
Plant: Costs of Making Fuel Alcohol (SDSU

RIC

Agricultural Experiment Station Bulletin
686, September 1982) by Hoffman and Dobbs.
Analysis contained in that repor: was
based on interdisciplinary resesrch
carried out with the pilot fuel alcoliol
plant on the South Takota State University
(SDSU) campus.

Since costs in that bulletin were
based upon 1981 price levels and methods
of technical operation, returns included
in the preseat bulletin are also cal-
culated on a 1981 basis. In the
companion bulletin, costs were calculated
for two possible plant sizes and levels of
annual output. Only the larger size--
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capeble of producing 175,000 gallons of
185 proof alcohol end 1,356 tons of 70%
noieture DWC par yesr--will be referred to
ia thie bulletin. Coete per gallon of
elcohol were lees 1in the larger plant.

Coste presented in By)letin 686 for
the "baseline" cago with the lerger plant
vere $1.78 per gallon. Thet eetimale wee
derived under the following aseumptions:
(1) esch buzhel of corn yialds 2.6 gallons
of 185 proof elcohol: (2) corn coste or 1
vorth $2.50 per bushel; (3) the annual
interest rete st which the cost of cepital
ie amortized e 15%; and (4) the feed by-
product ie worth $39 Per ton, beeed on ite
nutritional value in a combination of
desry heifer and cow retions, Changing
the veluee in *he sssumptions led ¢o o
range of cost estimates for elcohol from
the lerger plant, Those setimatee were as
lov ee $1.59 per gellon and as hizh as
$2.30 per gellon. Hethode of plent opere-~
tion other than the "standerd" procedure
could alno load to different cost esti-
wates. (SDSU etaff experimenting yith zhe
plant have tried varioue types of seillege
Supernatant recycling, for example.)

Feed byproduct credite were deducted
in erriving at the ebove fusl alcohol cost
estimatee. Only deiry retions were cone
sidered es usee for the feed byproduct in
Bulletin 686. 1In the preeent bulletin,
the focus for feed byproduct use ¢
broadened to tnclude beef retions,
Consequently, we show hov utilizetion of
the feed byproduct for either beef or
dsiry unimale might effect net coets of
fuel elcohol production.

An anelysis of possible fars utiliza-
tion end velue of 185 proof fuel slcohol
vas elso developed, drawing on SDSY en-
8ineering experimente in fuel subeti-
tution.

Transportetion costs involved in
dietributing fuel and feed produced by e
small-sczle plant ere also treeted in this
study, (Those coste were not included in
Bulletin 686.) With their inclusion, the
fecesesry ingredients for an economic
feutbulty analyeis of snall-gcele gl-

L

Aruitoxt provided by Eic:
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cohol production are in place. Trans- .
Portetion coste can be eubtrected from
fuel and feed use valuee. Productica

. Costs can then be subtracted from the

combined returns [net of transportetion
coste) to indicate whether or not a plant
is likely to be profitadle.

Tax lavs can slso affoct coets and
Teturne, Income pax credite ava.lable for
use of hydrous slcohol ere eccounted for
in the treetment of fuel valuse. In-
veatment tax credite ere not trentod in
deteil, but their possible coffects on
coste ere noted.

For purpogee of ths transportntion
analysis in thie study, it wae assumed
that the fuel s)cohol rlant fe located in
the center of Moody County. That county
ie eituated in eastern South pakota, altung
the border with Mianesota. Tho trang-
portetion analyeis was intended not only
to determine doller coste of moving fuel
and feed to usere, but also to fndicate
the probable marketing torritory gize fos
¢ small- or community-scele plant.

For brevity, many detatle of our
analyses ere mot tncluded in piis report.
Details of the cost anelysis are conteined
in Bulletin 686, aveilable from the genior
author or from the Bulletin Room at SDSU.
The aenior author will elso provide da-
teils of the fuel gnd feed returns ana-
lyees on request,

Utilization, Velue, end Marketing
of Fuel Alcohol
~—uel Alcohol

The elcolol plant used es the model
for thie analysis is cepable of Producing
elcohol of around 185 pioof.  Alcohol with
this much water cannot roadily be mixed
vith gasoline to be used es gaschol,
Therefore, it myst be coneidored as the
#0le fuel source for gasoline end diegel
engines or must be injected iato tiose
enginee vis modifisd equipment, The
extent to wvhich the everege fara consumer
is able and willing ec modify hie farm




nachinery engines to run on slcohol will
determine both the value of the alcohol
and the marketing area that will be needed
to dispose of the plant's annual output.

Value of fuel alcob'' in farm operutionul

Fuel alcohol can be used in both
diesel and gesoline farm engines. The
arount of fossil fuels assumed replaced by
alcohol in this report haa been determined
from studies conducted by the Agricultural
Engineering Department at SDSU and by
conaultation with SDSU agricultural en-
gineers, One of these studies (Bassett
1981a) involved altering & Ford 8000
diesel tractor for fucl alcohol use by
installing an M & W Cear Co. turbocharger
and "Aquahol” injcction system.

Resulta showed that this modification
allowed 10% of the diesel fuel to be
replaced by alcohol fuel without a signi-
ficant change in power output. However,
1.54 units of 185 proof alcohol were
required to replace each unit of diesel
fuel. This indicates that 185 proof
alcohol used in diesel engines ia worth
approximately 65% of the value of dieael
fuel, In 1981, with diesel fuel st §1.15
per gallon, that would have amounted to
$.75 per gallon.

From this value ve muat aubtract the
cost of modifying the diesel tractor. The
coet of purchasing and installing an M & W
injection kit in 1981 would have been
approxinately $800. If a turbocharger is
not slresdy present, that slso must be
installed. That would cost an additional
$900. The total modification coat of
$1,700 awortized at 15% over 5 years
equala an aunual cost of about $300.
However, we sasume in thia analyais that
the diesel tractors converted for alcohol
use already have turbochargera. There-

contact the aenior author of this bulletin.

Agricul turai Engineering Depsrtaent.
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fore, annusl (amortized) engine conversion
costs sre only $238 per tractor. The
annual cost of modification per gallon of
alcohol depends, of course, on how tuch
alcohol is used in the tractor over the
courae of the year.

In another SDSU study, Basaett and
Chisholm evaluated the performance of
alcohol fucl used in an Oliver 1550 gaso-
line tractor. Gasoline was uaed for cold
atarting, snd then the engine was switched
to alcohol after warm-up. Installation of
a scparate fuel tank at the front of the
tractor snd some cerburetor sdjustaents
were required.

The alcohol in their study had an 11X
higher thermal efficicency than gasoline,
and its maximum power was 19% less than
gasoline. Horsepower per gallon was also
lower for slcohol than for gasoline.
Evaluation of these results led us to
assume that ethsnol can be aubstituted for
gasoline in fsrm tractors in a ratio bnugd
on relative BTU values of the two fucls.
On thia basis, it would require 1.65
gallons of 185 proof alcohol to replace
each gullon of gasoline. Hence, when used
in gasoline engines, 185 proof alcohol is
worth 61% of the value of gaaoline. In
1981, with gasoline costing about $1.30
per gallon, the slcohol valie would have
been $.79 per gallon.

As {n the caae of diesel engines, the
cost of wodifying s gasoline tractor to
run on slcohol should be subtracted from
the replacesent value of alcohiol. The
total coat of engine adjuatments and extra
parts on a gesoline trsctor would be
epnroxinately $200. Amortizing thia cost
over 5 years at 15% interest results in an
annual medification coet of about $80.

The annual modificstion cost per gellon of
alcohol depends on the amount of alcohol
uaed in the tractor during the year.

LFor more details concerning the assumptions and calculationa in tila aection,

z‘rhis decision was reached in consultationa with Mr. Ralph Alcock of the SDSU
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Two other studiss havs slso recently
been conducted st SDSU involving the
replacement of gasoline with ethsnol.

One, by Kelkar, concerned the performance
of alcohol used in o ststionary gasoline
engine: a 10Z-902 mixturs of 186 proof

- alcohol snd gaaoline could provide power
equal to that of gasoline slons, and would
not require a larger volume of fuel to be
burned. However, because of questiong
sbout the stability of this mixture, '
especially st cooler tenperstures, we
decided not to assume that hydrous glcohol
could be nixed with gasoline in farm
spplications st this point,

Another study, conducted by Bassstt
(1981b), involved the use of 190 proof
alcohol in a 1974 Dodge pickup. Low
milesge, problems with start-ups, and
engine kill nfter stops were initisl
results.

Income tax credit

An incoze tax credit can be obtained
for use of straight alcohol (with dens~
turant) as a fuel in a trade or business.
Thus, persons buying and using slcohol
from a plant such as the one depicted in
this report would be enritled to file for
8n income tax credit. In 1981, this tax
credit provision w.s worth $,30 per gallon
for alcohol of at least 150 but less than
190 proof (Internsl Ravenue Service). At
the present time, however, the credit is
now worth $.375 per gsllon of ak:ghol in
that proof range (U.S. Congress).” A
farm user of alcohol fuel who csn benefit
from sdditional income tax credits would
presumably be villing to pay mors for the
fusl than he would be in the sbeence of
this tax credit provision. We sssume for
purposes of snslysis that s farmer would
pass the full credit on in terms of a
higher purchsse price for fusl slcohol.

We use here the 1981 credit of $.30
per gallon, to be consistent with othar
1981 costs and prices in the snalysis,

—_——

Whatner the currently higher credit--
spproximatsly $.08 wors than it was in
1981 on 185 proof slcohol-is likely to

+ tike much diffsrence in the economic

feasibility of small-acale alcohol planta
is discussed later in the report.

) Local marketing possibilities:
Hoody County QXIIEIG

A cost that ghould not be overlooked
is that of dslivaring fuel alcohol to farm
customers. Transportation costs for
delivery from ths hypothetical Hoody
County plant hevs been sstimated on ths
basis of cartain assumptions nbout avorage
1iquid fuel uss per farm and the spatial
distribution of fusl alcohol consuming
farms.

Agricultursl fusl usase in Hoody
County.-~The alcohol plant hypothatically
locsted in Moody County is agaumcd to
producs 175,000 danatured pallons of 185
proof slcohol per year. Fuel usage on an
avarsgs fsrm in Moody County is needed to
detarmine the number of farms required to
consume this amount of fusl alcohol, and
ultimatsly the required number of nmiles
involved in dslivering the alcohol. Table
1 depicts the disssl snd gasoline usage of
such a farm {n 1978, The number of
gallons of 185 proof glcohol needed to
replacs 252 of & farm's gasoline usage and
10% of & farm's dissel usage ars slso
shown,

Thers sre obviously s number of
sssumptions that could be made concerning
how much gasoline or dissel fuel night be
replasced by sthenol in ferm use. For
8 basa cass, we have sssumed that 25% of
each farn's gasolins usage can be replaced
by 185 proof slcohol. Undsr that assump~
tion, each svarsgs-sized M¥oody County farm
would be sbls to utilize 883 gallons of
185 proof slcohol snnually. Therefore, a
total of 198 farms would be necded to
consume the plant's snnual slcohol output
of 175,000 denatured gallons.

3n 1981, an income tex credit of $,40 per gallon could be obtainsd for use of
alcohol that was st least 190 proof. The credit for alcohol of this proof level

is currently $,50 per gallon.

6
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Table 1. Potential annuai fuel aicohol use Yn an sversge Moody County,
South Dakota farm in the base case

Gallons of 185 proof
alcohol for 25% re-
Total annuil Volumetric value rela- placement of gasoline
fuel usage tive to.185 proof and 10% replacement
Fuel (gallons) alcohol of diesel fuel

Gasoline 2,140 1.65 883

Diesel fuel 2,082 1,54 321

Totals 4,222 1,204

i average Hoody County farm contained 382 acres of cropland and pasture land . ,
in 1978, ¥

zlnfom.:tion on fuel usage per farm and nunber of farms in Moody Coun v was
drawn from the 1978 Agricultural Census.

3The volumetric value figure for diesel fuel is bssed on an experiment donc by

SDSU zgricultural engineers in which 10X of diesel fusl volume was replaced by
ethanol., The volunetric value of gasoline in comparison to 185 proof slcohol
was calculated in this table on a straight BTU substitution basis.

Puel dalivery costs in base case.-- Ths second sssumption is that the 198
The total cost of delivering fusl alcohol fsras that will be using the alcohol
to the farms that can make use of it is output tre those locsted nearest to the
dapendent on two factors: (1) ths fixed alcohol plent. Hence, fuel delivery costs
cost of purchasing or renting & bulk gas are based on ths lovast possible aileage. .
truck; and (2) the variable costs of E
operating the truck, which in turn depend From ths sbovs information, a schedule
on ths number of niles that must bs for dslivering tha fual slcchol in Moody
traveled. County was datarmined as follovs:

(1) A bulk gas truck with & tank

Calculating the cost of purchasing a capacity of 2,500 gallons is
bulk gas truck is s straightforward task, used to delivar the alcohol.
but datarmining .e totsl mileage of ths
delivary route ii.olves making two assump- (2) Each day that daliverias ars
tions., The first assumption is that tha scheduled, the truck will de-
782 farms in Moody County are evenly liver 400 gallons of fual al-
distributed geographically throughout ths cohol to each of 12 farms.
county. Thus, on average, there srs threes
farms located on every two squsre miles. (3) Tha truck will dsliver fuel to
This mesns that the fuel marksting terri- aach of the 198 farms twice per
tory necessary to reach 198 farms is about yaar. A third delivery of 83
132 square miles. gallons will nead to bs mads to

Q
ERIC




supply the necsssary 883 gallons
needed annually by each farm.

It is sssunmed that ths farmers
vill bs sble to sprsad thsir
aleohol use out evenly for the
year, and that the farmers will
be responsible for providing on-
farm fuel storsge cspacity that
is gufficient to do so.

In Figure 1, the shaded area of Moody
County represents the marksting tsrritory
(the 198 farms nearest to the alcohol
plant). Given all the previously statsd
sssuaptions, the total distance ths ds-
livery truck would have to travel to paks
cne delivery to each of thsse farms would
be spproxinately 422 miles for the first
two deliveriss. The third delivery re~
quires only 197 niles in trsvel because
more farms csn be resched per bulk truck
tsnkful due to the smaller volums de-
liverzd to Jach fsrastsad. Thersfors, the
tcecal snnual mileage for dslivery of the
fuel alcohol would be 1,041 miles. This
aileage was increased 5%, to 1,093 miles,
to sccount for miscellaneous travsl.

Costs for delivering the fusl alcohol
under these conditions ars pressnted in
Table 2, Because the alcohol plant only
requires the gas truck one fourth of the
time, it is assumed that the truck is
available for some other use the remaining
time. Therefore, only one fourth of ths
annusl fixed cost of owning the delivery
truck is sssigned to the alcohol plant, or
$.01 per gallon of alcohol produced and
delivered.

The opsrating costs of dslivering ths
fuel slcohol to consuming farms add
another $,013 per gallon, of which $.011
goes for labor payments to the truck
driver (Table 2). Combining fixed and
operating delivery costs indicates that
$.02 needs to be added to ths cost of
producing esch gallon of !ugl alcohol to
account for transportscion.

4Ths sssunption that the 198 fsrms closest
using all

8
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22 miles
Figure 1t ng territory ng fuel slcohol
delivery to the 198 farme nesreet the slcohol
Plent.

X Alcohol Plent site
P Ares covered by Daltvery moute

Engine conversion costs in base

case.--A gagolins driven tractor could be
converted to run on straight alcohol for
an annual cost of about $80. We assume in
ths bass cass that 25% of each farm's
annusl gasolins usage can be displaced by
alcohol. 1In celculating psr gallon

to the alcohol plant would be those

oize, it is estinated that
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Table 2. Fixed and operating costs associated with the alcohol fusl delivery
truck in the base csae (175,000 denatured gallons of 185 proof

alcohol delivered)

A.  Fixed costs

Pull annual

amortized 1/4 of Cost/gallon
Full capitsl Useful life cost (15% annual amortized of alcohol
Iten coat (years) interest) cost delivered
Bulk gas $25,000 10 $4,975 $1,244 $.007
truck
Vehicle 2,300 1 2,300 575 .003
license &
insurance
Tires 1,100 5 328 82 <000*
Subtotals $28,400 $7,603 $1,901 $.010
B. Operating coata
Cost/gallon
of alcohol
Iten Coat funit Units/year Annual cost delivered
Gasoline $1.30/gal 219 gast $ 284,70 $.002
041, filter, $17,25 /change 2 changea 34.50 .000%
grease 2
Labor $5.00/hr 396 hours 1,980.00 .011
Antifrecze $15.00/change 1/4 change 3.75 .000%
Tune-up $200/30b 1/4 job 50,00 .000%
Subtotals $2,352.95 $.013
TOTALS OF A AND B = §4,253.95 $.023

($.02, rounded)

#*The annual coat per denatured gallon of alcohol is ao small that it rounda to

0 at three decimal places.

11 093 miles/year + S milea/gallon = 219 gsllons.

23 hours per day x 16.5 days per routs X

RIC

x 3 routea per year = 396 hours

72

Tf* At

BesT cot AVAILKBLE

e F o S ]

ks e

So ons

«

%

[

'y R 4 AN




S —
SURES
A

R

S

o

K

168

engine convereion costs, it ie further
seeumed that one converted gasoline
tractor on esch farm will be sble to burn
81l of the slcohol.

Therefore, the coet to each farm for
converting a gasoline tractor engine to
"run on 185 proof alcchol is estisated ee
followe:

$80/yr/tarm for engine
conversion coets

883 gal of 185 proof
used/farn/yr

$0.09 engine
" conversion

cost/gal of

alcohol

Fuel delivery and enmine conversion coste
under other assumptione

Other fyel dieplacement seguaptions
lead to different setimatee of delivery
costs and engine conversion coste. One
different assumption included in the
anslysis wvae that farmere in the vicinity
of the alcohol plant would replace 10% of
their diesel fuel with slcohol~-1in sddi~
tion to 25% of their gaeoline fuel, a8 in
the base case. The typical Moody Coun:y
farm would then utilize 1,204 gallons of
185 proof alcohol, compared to 883
gallone .n the base caee (yable 1). This
vould reduce the nuaber of farms required
to consume the salcohol fuel from 198 to
145, sleo reducing travel miles to deliver
the fuel. However, calculations indicate
that delivery coate per gallon of slcohol
would be reduced by only s fraction of s
cent.

That very small reduction in fusl
transpore coats would be grastly offeet by
increseed engine conversion costa. For
the emall amount of diesel fual dieplace~
ment, significent engine conversion coats
would be involved. Angusl diesel and
$4s0line engine conversion costs combined
are estinated to be $.26 per gellon of
slcohol, compared to $.09 per gallon in
the base case involving only gseolins
displacement. Under these circusstanceas,

——

it clearly would not be ressonsble to
expect many farmere to purchase fuel
alcohol to replace diesel fuel.

Though technical factore sppear to
greatly limit on-farm use of hydrous
slcoho? at preeent, ney technology might
greatly expand the potential for uge of
such fuel at some point in the future.

" Tractors might be desipned and manufac-

tured epecifically for alcohol fuel use,
for example. With the poeeibilit of
wuch greater on-farm use of fuel slcohol
in nind, transportntion coets were ege
timated yith the sgaumption that 50% of
both dieeel and gasoline on farms could be
replaced by hydrous alcohol. However,
since engine conversion coste in this caee
oI costs of designing and manufacturing
tractors to burn fuel alcohol are not
known, thess costs were not included.

Table 3 containa the sct of fuel
dieplacessnt asgumptions for this portion
of the anslyefs. The amount of ethanol
required to replace each gallon of £osol{ne
ia the aame as that shown in Table 1,
However, a larger amount of ethanol per
gallon of diesel fuel displaced is agyumed
in Table 3¢ in Table 1. With the
larger quantity of diesel fuel displaced
per farm in Table 3, yith no experimental
dats to draw on for such a large dia-
Placement, it aecemed zdvisable to ssaune
that the ethanol would subatitute for
diesel fuel in quantities proportional to
their relative BTU values. On that baeis,
there ia & need for 1,96 gnllons of 185
proof glcohol fgr each gallon of Gieeel
fuel displaced.

The combination cf & higher sub-
atitution rate of alcohol for diesel fuel
and latger replacement percentagas for
both diesel fuel and gesoline increases
ancusl per farm use of slcohol to 3,806
gallons in Table 3, compared to only 1,204
8sllons in Table 1. The number of farms
required to consume the plant's 175,000~
8sllon per yasr glcohol output is reduced
from 198 in the base case (gasoline data
from Table 1) to 46 in this caee. Thoae
46 farms would represent e warketing

slnfomtlon on the BIU contents of ethanol, gasoline, and dieasl fuel wac dravm
from Durland and Kelly and from the U.S. Department of Agriculture.
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Table 3. Potential annual fuel slcohol use on an avarage Moody County,
South Dakota hr.l, assuning 50% replacement of both gasoline
and diesel fuel
Callons of 185 pruef
alcohol for 50%
Totsl snnugl Volumetric value rela= replacement of
fual usage tive to 185 proof dissel fuel and
Fuel (gallons) s1coho13 gasoline
Casoline 2,140 1.65 1,766
Diesel fuel 2,082 1.9 2,040
Totals = 4,222 3,806
1

in 1978.

An average Moody County fstm contained 382 acres of cropland and pasturs land

Informatfon on fuel usage per farm snd number of farms in Moody County wvas
drawn from rhe 1978 Asucultur?l Census.

{
3Volurae:uc value figures sre based on the straight aubatitution of BTU's per
gallon between 185 proof alcohol and both dieael fuel and gasoline.

territory of 31 square miles, gbout one
tourth the base case territory.

In spite of the mych smallar fusl
marketing territoxy, estimated delivery
costa are only 8 fraction of s cent per
gsllon lesa than in the base case. One
reason for thia is that fixed coate 3f
owning the delivery truck are sbout the
aape in each case. A second reason ia
that the time 8 truck driver would need to
be hired and paid for is not grestly lesa
in this alternative cac: than in the base
case. Hence, even with the reducsd
transport niles, fuel delivery coata are
atill around $.02 per gsllon.

Purthermore, the use value of the
alcohol would be lower in this case then
in the bass case. This is due in part to
the large amount of alcohol required to
replace esch gallon of diesel fuel coa-
pared to the aasount required to replace
each gallon in the base (gasoline only)
case. In addition, since the value of

Aruitoxt provided by Eic:

slcohol is determinad by tha cost of the
fuel it replaces, alcohol would be worth
lesa when replacing large dmounts of
dieasl fuel; the price of diesel fuel is
leas than that of gasoline.

Conclusions oa returns from sale or use of

185 proof alcohol

Estimatec of fuel value and delivery
coste can now bas used to draw concluaions
on the posaible raturns from ssle or use
of 185 proof ‘alcohol. Estimates from the
baae case can bs used in the following
formula:

Replaceient Rigine
Return 08 yg1ue of couveraion
ethanol ™ gthanol = cost

lncome tax
+ credit

Fuel delivery
~ coat

11
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Plscing the per galion estimates from
the base case in this formuls yields the
following rosult:

Return per gsllon
ol ethonol » $.79 - .09 -~ .02 + .30 = §.98

‘We can see that the sals vslue of alcohol

fron the small-scale plant would be s
little loxs thun $! per gallon undor those
sssumptions. With the current fncome tax
credit on 185 proof elcohol of $,375 per
3allon rather than the $.30-credit in
effect during 1981, the alcohol raturn
incresees to around $1.05 per gsllon.

The sliernstive fuel uss assumptione
discussed would likoly lead to lower net
recurns than do those in the base cass.
Heaca, the base case fuel returns will be
used in ths cemainder of this report.
(Some montfon will be made in the Con-
clusfons section about the possibility of
aarketing hydrous slcohel to plants that
wvould debydeate 1t for use In gasoliol. )

Utilization, Vslue, and Marketin
of Distillers Wet crsin
2 stlllers Wet Crain

Revanues from the eale of distillere
wet grain (DWG) will very strongly in-
fivance aconomic feasibility prospects for
fusl elcohel plents. Although some other
studics heve contsined estimated Tevenuee
from the fsed byproducte of slcohol
plants, little sttention has been devored
to handling and marketing costs. The
fFresent etudy does consider transportstion
cost3, =8 vsll as coste of praserving the
70X moisture feed byproduct,

Vslue 0y DWC used in deiry retions
=0 s usec In deiry retions

Hoet of the nutrition resssrch done
on use of sicohol plant feed byproducte
indicates that tha use value is groctest
in rstions of ruminsnt livestock. Thus,
both beef and deiry animale ers 11kely
users of DWC suppliss. In our esrlier
study (Hoffasn and Dobbs), we sxamined the

12
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use of DNG in deiry rations. The con=
clusions, based on 1981 feed costs, are:
value in dsiry heifer rations, $65.85/ton;
value {n lactating deiry cow rstions,

" $46.15/ton; and an aversge of tho two,
$56.00/ton.

Trom these valuse, $12.60/ton was
* subtracted for propionic acld costw. Tt
vas felt that propionic scid aight be
aeeded in some circumstances to assute
that spoilege of DWC ie prevented for
spproximately 2 weeks. This doductlon
resultsd in net feeding veluse equnling
$53.25 for heifers, $33.55 for covs, and
$43.40 for an xversge of the two.

Sinca transportstion costs wore not
estimated in the assrlfer study, a dis-
count of 10% was applied tw nccount for
special hsudling and transportation costs.
This left net feed sale or use valuee of
$48/ton for haifere, $50/ton for cows, amd
$39/ton for the cverags, On a per gallon
of alcohol fuel producod basis, the by-
product values resulted in credits of
$.37, $.23, snd $.30 for heifere, cows,
and the aversgs, respectively,

Velue of DWG used in beef rations
*8cue OF UW used In beef rations

The AGNET computer system wau used to
eetimate feeding vsluee of DWC in besf
rstions. The “Feeduix" progxram waw utiliz-
ed in esrly 1982, with feed prices as of
1981. The program detsrmines the lesst-
cost ration, given different avatlable
feede, feed prices, and nutrition coeffi-
ciante for elternstive rations. Koy
assumptions 1n the besf retion analysis
were the following:

(1) the focus would be on feedlot
rstions,

(2) cattle would entor tho fredlot
st 700 pounde and leave st 1,100
pounde, and

(3) esch snimal would gain an aver-
age of 2.75 pounds per day--thus
ellowing for 145 dsys on rations
consieting partinlly of pur,

£
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Gtvcg various assunptions used in the
snalysis,’ ve found that DWG could econou~
fcally substitute for wome of the other
protsin supplements, some slfslfs, snd
some corn in beef feedlot rstions. The
least-cost rations included an sverage of
7,14 pounds of DWC (on 8 70X moisture
basis) per day per snimal. At this level
of use, DHG had & value of $30.80/ton in
the beef Tatlons.

Subtrscting $12.60 per ton for pro-
plonic acid results in a value of $18.20/
ton. A further 10% deduction for handling
snd trsnsportation costs ylelds s net fsed
ssle or use value in beef rations of
$16/ton, or $.13 per gallon of alcohol
produccd. This is a auch lover feed
byprodoct vatue than was cstimated for the
dsiry animal rations.

The following section contains esti-
wates of transportation costs for dis=
tributing the feed byproduct, so thst the
very rough 102 deduction can be sltered.

Local marketing possibilities: MHoody
County example

The DWC marketing analysis is con-
cerned with deternining the costs of
transporting DWG from the hypothetical
Moody County alcohol plant site to con-
suning beef farms. The cost estinates are
dependent on assumptions about the aversge
amount of DWC thst can be consumed per
farm and the spatial distribution of beef
csttle fattening farms throughout Moody
County.

The hypothetical fuel alcohol plant
1s cspable of producing about 1,356 tons
of 70% moisture DIC annuslly. To csl~
culste the costs of delivering thst annual
output to consuming farms, we hsd to know
the sversge DWG consumption capsbility of
esch individual fsrm. The 1978 Census of
Agriculture shows that an average Moody
County beef fattening fsrm sells 81 head
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of csttle annually. Given the previous
assuzptions on DWG consuaption per animal,
the amount of DWC each beef fattening famm
can ba axpected to purchsse ssch year is
cozputed as follows:

(81 hesd per fam)(7.14 pounds of DWC/head)
(145 days/hesd in feedlot) = 83,859.3 pounds
of DWG fed per farm per year, or about 41.9
Lots

With esch beef fsttening farm using
41.9 tons of DWC sannually, the alcohol
plant’s output of 1,356 tuns could be
totally consumec by about 32 farms.

Feed delivery costs in baso case.-~
Feed dclivery costs are based on the fixed
covt of owning or ronting u delivery truck
and on the variabla costd of operating the
delivery truck. Variablo custs dupend on
the miles the truck must travel to deliver
feed and on the smount of time {t takos to
travel ths delivery route.

In this analysis, the dellvury route
hss been cslculated under the assuaption
that the 237 beef fattening farms of Moody
County ara evenly distributed gcographic=
ally throughout the county. This means
that there are about four beef fattening
farmg on each 9 squsre niles of Moody
County. Therefore, the marketing terri-
tory envaloping 32 beef fattening farms
would be about 72 square miles.

Moreover, it 18 assumed in the baso
case that the 32 farms nearcst to the
alcohol plent will be the onex buylng the
DWG. Thus, the delivery route mileage
will be s¢ its absoluto minimum.

In Figure 2, the shaded srea of Moody
County represents the narketing territory
for use of the DWC by the 32 farms nearest
to the alcohol plsnt. A schedule for
delivery to those farns was based on the
following assunptions:

(1) A l-ton truck would deliver the
DWG.

6por more details concerning assumptions (such as priceo of feeda other than
DWG) and calculations in this section, contact the senior author of this

bulletin.

It should be noted that DWG could be used ss a protein supplement in

rations of smaller beef snimals (e.g., in the 400-700 1b range), as well.

Aruitoxt provided by Eic:

13

oyt

3
H
hd
:




il

"—*ﬂmﬂu

Figute 21 Marketisg territery encompassing DWC dalivery
to the )2 beef fattening farm searest the

alcokol pleat,
* Alcoml pient sits
(24 Area Covered by Dalivery Routs

(2) Becsuse 1t ie spaumed that the
DWG can be etored for only 2
wasks without epoilege, de-
liveriee must be mads to each
consuming farm every 2 veeks.

(3) The truek muet be weighed L fore
eech delivery to determina tha
amount of DW delivered. There-
fore, {t would be necesesrry to
travel to each farm, unload, and
travel back to the alcotol plant
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for reloading and weighing :
bafore dalivering to ths next
fera.

{4) The delivery truck would need to
deliver about 1.6 tons of DMC to
between tvo and three ferme
deily, on average. This do-
livery echeduls would provide a
2-week supply of DWG to each of
the 32 consuming farme avery 2
weeks and would permit deliveriee
consistent with the production
capabl'ities of the glcohol
plant. Delivery time 1) estimated
to avers;s 3 hours psr day, 365
days per year.,

Delivering DWC to the 32 consuming
farus would result in totel annual de-
livery mileage of 9,334 miles. Adding ST
for miecellansous travel gives a total of
9,800 =ilee.

Costa for DWG delivery are shown in
Table 4. All of the fixed costs for the
tzuck are epplisd to the coet of DWG
dietribution. Since the truck vwill be
usad every working day for et least 3
houre, it is unlikely that the truck could
be used practically by some other com-
mercial entity during the remsinder of
each dey. Hovever, the truck could ba
used for other miscellsreous functions
dvound the elcchol plant. Total fixed
costs for DMG delivary amount to $.023 per
sallon of alcohol produced.

Operating costs associsted vith DWG
delivery ers shiwn in pert B of Table 4.
Theee total $,049 per gallon of alcohol
produced. Labor coste of $.031 per gsllon
account for tha largest share of opereting
coste.

Fixed and opereting coete for feed
byproduct delivery combinad total $.07 per
3sllon of aleohol produced by the plant.
This comparee to costs of $.01 to $.04 par
sallon 1if we eimply apply 102 deductions
for handling and transportation of DWC to
Previously shown valuee for use of DWG in
dafry and besf retions.

Yead delivary costs under other
assumptions.--Feed dolivery costs woro
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Table 4. Tixed and opersting costs associated with tha DWG delivery truck in
the base cass (175,000 gallon fusl/ysar alcohol plant with 1,356
tons/year of DWG)

A. FPixeo costs

Pull annual
amortized Cost/gallon
Pull cepital Useful 1life cost (15X of slcohol
Iten cost (years) interast) delivered
l-ton $14,000 10 82,786 $.016
truck
Vehicle 960 1 960 .008
licenes &
incurence N
Tires 900 S 268 .002
Subtotsle $15,860 84,014 $.023
B. Opersting costs
Cost/gsllon
" of slcohol
Iten Cost/unit Unite/yser Annial cost deliverod
Gesoline $1.30/gsl 881 ga1l $1,158.30 $.007
041, filcer, $14.75/change 3 changes 44,25 .000*
gresse
Labor $5.00/hy 1,095 hours 5,475.00 031
Antifreaze §15.00/chenge 1 change 15,00 .000*
Tune-up 2 $200/30b 1 j0db 200.90 001
Weigh ‘payments® §2.00/weigh 912.5 weighe 1,825.00 010
Subtotels $8,717.55 $.049
TOTALS OF A AND B = $12,731.5% $.072

($.07, rounded)

#The en~ual cost per denstured gellon of alcohol is so small that it rounds to
0 st thres decimal pleces.

19,800 miles/yaar + 11 milas/gallon = 891 gallora
2‘1‘0 weigh the truck csrrying DWG, it is aseumed that the slcohol firm

could use the local grein slavator scale. Au sversge of 2.5 weighe per dey
st $2/weigh times 365 deye/yser = $1,825/yesr
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also calculated on the assumption that
only every other beef fattening ferm
reaching out from the plant, rather than
esch ferm closeat to the plant, would
utilize D¥G. This alternative asstmption
causes the DWC marketing torritory to be
144 square miles, compered to 72 square
miles in the base case. Delivery milesge
therefore increcses from 9,800 to 14,140
siles.

The increased mileage causes operat-
ing costs for the feed dslivery truck to
rise from §$.049 t9 §.063 per gallon of
alcohol produced.’ (Fixed costa agsociatsd
with DG delivery ars gssumed unchanged.)
Total fixed and operating coats of DWC
delivery thus rise from $.07 per gallon of
alcohol in the base case to nearly $.09
per gallon in this slternative case.

Other research &t SDSU is currently

The byproduct 1sturns net of preservative -

and transportstion costs rangs from §.07
to $.30 per gallon of fuel alcohol. They
were calculated with the following for-

‘mula:

Return on Value of feed

feed = byproduct in - Cost of pre-

byproduct livestock servative
ration

= Transportation cost

For the besf ration with transporta-
tion costs as calculated in the market
territory analysis (as opposed to the 102
deduction), the calculstion looks like
this: .

Feed byproduct $.07/

Teturn per gsllon

gallon of = $.24 ~ .10 - ,07 = of
hanol ethanol

exanining feed byprod use and keting
in a nmore daisy-otiented county of eastern
South Dakota.® Preliminary results in-
uicate that feed byproduct delivery costs
would come to about $,05 per gallon of

¢ lcohol.

We thus have estimates of feed
byproduct delivery costs ranging from $.05
to $.09 per gallon of alcohol produced.
The middle~range $.07 per gallon estimate
from our base case thus seens reasonable.

Conclusione on returns from sale or use of
DWG

Our conclusions on returng from sale
or ute of DWG sre presented in Table S.

The calculations for other parts of Table
5 were carrisd sut in the same way. In
the last column, however, the transporta-
tion coat dsduction was eimply 10% of the
feed valus net of preservstive coat. That
was the procsdurs used in our previous
report (Hoffman and Dobbs), in which we
referred to the 10% as a discount for
"handling and transportstion™.

Figures in Table 5 are intended to
convey a general picture of possible fesd
byproduct returns to include in feasiblity
anslyses of suall-scele fuel alcohol
plants. They ars not intended to be
directly used for feeding recommenda-
tions.” Actual fesding valuee in any
given situstion will depend on gizes and
types of livestock being fed, alternative
feeds availabls, prices of alternative

7
The operating cost incresss is due to greatsr gasoline consumption and more

=an hours required to cover the dslivery route.

Manhour requirements in-

crease to 4 hours/day, compared to 3 hours/day in the base case.

sThis research will be reported in a Masters thesis in Economics by Deryl

Brehm. The thesis is currently in draft form.

utilize the feed byproduct.

In thet study, dairy animals

9A nore detailed analysis of how the “bypass” protein characteristice of
DWG affect feeding values might lead to higher value estimatss than oura

in some cases.

16
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Table 5. Estimated veturnt from sale or uss of DWG (173,000 galion fuel/ysar

alecohol plant with 1,356 tons/ysar of DWG) . 2
Zstd Dot of ive *
and tramsportation coats! 5
Assused use If transportation cogts 1f trausportation cgecs

of DWC .07 £ alcohol

are 102 of returns

-~feed byproduct returns per gallon of slcohol produced—

In beef rations $.07 $.13 -

oA
In deiry rations® $.26 $.30 *
rncludes $12.60/ton of DHG deduction for cost of propionic acid used as 4

pressrvative.

Zpgoumes that alcohol plant is located in Moody County and that fasd by-
product transportation costs are $.07/gallon, whether dalivered to beef

or to deiry farms.

31110 10X deductirn ie in ldeu of a deduction based on the calculated cost
($.07/g8110n of alcohol) of fesd byproduct delivery.

6Rc:ux'm based on average of values in use in dairy heifer and dairy cow

rations.

protein supplemente, ration formulatiouns,
ste.

Nevertheless, Table 5 does maks cleer
that net returne on feed byproducte could
be quite lov in some circumstancss.
Feeding DWC to eome types of animale
(fettening beef, in thie case) could give
wuch lower returns than feeding it to

2

othar types (particularly dairy heifeve,
in this cass). PYeeding large numbers of
animale in very close proximity to the
alcohol plant could increass nst oyproduct
returns in two wvaye. It could conceivably
reduce or eliminate the need for a feed i
pressrvative, 1if the feed ie ccnsumed :
Quickly on ¢ ysar-round baeis. Traus-

portation coste could also be reluced or

slixinsted. b
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Conclusions

We can pull the pieces of this analy~
ais together by thinking in terms of the
following formula:

JReturns net
of costs

Returns on  Costs net of
« ethanol - byproduct credit

where:

(1) Costz net  Costs of pro-

of bypro~  ducing the Returna on
duct = ethanol and -~ feed by-
credit feed byproduct product
and
(2) Returns Replacement Engine con-
on « vzlue of - veraion
‘thanol ethanol cost
Incone
- ry + tax credit
¢ ot

(3) Returns on  Value of feed
feed = byproduct in
byproduct livestock ration

~ Cost of - Transportation
preservation cost

(4) Costs of producing
et .nol an ' feed
byproduct

Costs (before

= deduction of feed
byproduct credits)
estinated in
Bullstin 686
(Boffman and
Dobbs)

General resulta

An overview, obtained by including our
data in the sbove formula, is contsined in
Table 6. Coluzns 4 and 6 of that tabls
voth indicate negative "returns net of
costs" for various assumptions used in ths
study. In other words, the type of alcohol
plant analyzed appears economically in-
feasible.

The costs and returns situation ap-
pesrs worst (-$1.03/gallon) with ths
baseline production cost estimate combined
with the feed byproduct being fed to beef

18
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animals and transportstion coats being
estimated according to the routing method
used in this report. It is lsast bleak

.{~$.61/gallon) when the lowest production

cost astimate (from Hoffasn end Dobda) is
coubined with the feed byproduct being used
for dairy animals and transportation costs
being simply figured at 10% of the feed

» value (nst of pressrvative costs). Pro-

duction costs in this latter case vere
based on §2.00 per bushsl corn, as com—
pared to $2.50 per bushsl corn ign the
baseline case (Hoffwman and Dobbs, Table 4),

According to these findings, either
returns on the alcohol fuel and the feed
byproduct would need to substantially
increass or costs of production would need
to substantially dscrcase for a small-acale
plant to be economically feasible with corn
as the feedstock.

Some return considerations

Ths returns calculations in Tsble 6
vere besed on the $.30 per gallon income
tax credit available in 1981 for users of
150 to 189 proof alcohol. Howsver, it is
clear thst figuring the current $.375 per
gallon credit on alcohol of this proof
would maks little overall difference in the
prospects for economic feasibility. The
income *ax credit would have to be more
then thres timss its 1981 level to bring
even the wost optinistic situation depicted
in Tabls 6 into an economically feasible
reslm.

Our returns calculations in this
report wsrs all bared on the assuaption
thst ths hydrous alcohol would be used on
farms., However, it is sonetimes possible
to sell hydrous alcohol to rsfinsrs who
take this product to the anhydrous stage to
bs marksted and ussd in a 10% blend witn
gasolins (as "gasohol,”" "auper-unlesded
gasoline," or whatever term is used).
However, it is doubtful that even that
possibility would st prsssnt provide suffi-
cient fusl returns to make fsssible the
kind of smsll-scale plant we have analyzed.

In lats 1982, anhydrous (200 proof)
fuel alcohol wea worth $1,70 per gallon in
Omaha, NE. The price of anhydrous alcohol
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Table 6. Returrs net of costs for & small-scals alcohol plant (175,000 gallon
‘uel/year alcohol and 1,356 tons/year of DWG) when rsturns on alcohol
are $.38/gallon

Basalins cost cade? Low cost cased .
1) (2) ) ) (5) (6) ,
When bypro- Returans Costs nst of Costa nat of
duct i used on feed byproduct Returns nst byproduct Returns net
as indicated byproductl credit of coatu credit of costs

=--~—dollsrs per gallen of alcohol produced-—w—-

B (1) in beef
animals

(SRS

(8) with

transp. coats

estimated on

basis of route

analysis® .07 2.01 -1.03 1.82 -84

(b) with
transp. costs .
estimated on g
10% of baais .
of feed volue .13 1.95 - .97 1.76 -.78

(2) In dasiry
anicals

(&) dith .
transp. costs i
estimsted on 4
basis of f
route analysis .26 1.82 - .84 1.62 -.63 v

(b) with i
transp. costs .
estinated on
10X basis of
fead value® .30 1.78 - .80 1.59 ~.61 3

linfornetion taken from Table S.

zBm eline case in the earlier raport by Hoffman and Dobba, where costs of production

be:ore deduction of feed byproduct credit sre $2.08/gallon. -
3Lov estimate in the earlisr report by Hoffman and Dobbs, where costs cf producticn

bafors deduction of feed byproduct credit are $1.89/gsllom.

I‘In this base case, besf farms closest to the plant utilized ths DWG.
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across the country was about $.05 per
gallon less than it had been a year esrlier,
in lacc 1981. Thus, let us assume that
anhydrous slcohol in this region was worth
about $1.75 per gallon in late 1981. Over

the past year or so, 185 proof alcohol gold-

for sbout $.40-.50 per gallon less than 200
proof alcohol-~when a market could be
found. If we subtract $.45 from $1.75,
that Jeaves an estimated market value of
$1.30 per gallon of 183 proof alcohol.

Even igroring some transportation

costs the seller nay well have to

bear, the prospects for plant feasi-
bility still do not appear goode The

$1.30 return is only $,32 per gallon more
than that estimated as the return for
alcohol used on farme near the plant. We
can see in colunns 4 and 6 of Table 6 that
vosts exceed returns by much more than that
in all instances.

Eventually, if a yell integrated
regional system of small- and large-scale
alcohol plants were to develop, the price
of hydrous alcohol mfght substantially
izprove relstive to the price of anhydrous.
Large plants might then contract with small
plants for regular supplies of hydrous
alcohol, to dehydrate and garket along with
their self-produced alcohol. If this yere
to come about, it could help to Inprove the
prospects for econonic feasibility of
small-scale plants. At the present time,
however, the market for hydrous alcohol is
not well developed in many psrts of the
country.

Another possibility for higher returns
than those imbedded in Table 6 is in the
area of feed byproduct values. Estimated
returns for use in dairy heifer rations
were higher than in lactsting dsiry cow
rations. The estimate in the last two rows
of column 2 in Table 6 is based on an
average of the two dairy ration values.
Had we used the dairy heifer ration value
alone, the byproduct returns for dairy use
(and associated alcohol plant returns net
of costs) would have been $.07 per gallon
of slcol.ol higher. Although that is an

—_—

v

Sensitivity analyses vere also done on costs by varying slcohol yields (per
None of those sensitivity teats
yielded lower costs than are shown in Table 6, however.

bushel of coir) and interest rates.
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idprovement, it is obviously far from being
sufficient to result in an economically
fcasible plant.

On balance, it is doubtful that our
returns estimates aro too low for 1981 or
for ths prasent time. In fact, it could be
argued in some instances thet the raturns
It may be
very difficult at present, for eximple, to
convince farmers in the vicinity of an
alcohol plant to make tractor conversions
to utilize hydrous alcohol. It nay aleo be
difficult in some instancos tu got farmers
to utilize the gemi-wet DWG byproduct
vithout more of a price discount than ia
suggested by our figures.

Some cost considerations
——==2"" considerations

Our companion publication (Hioffman and
Dobbe) on alcohol production cosrs contains
a vide range of per gallon cost estimates.
Costs from the low end of that range aro
teflected in column 5 of Table 6. That
column reflects costs when €orn is priced
at $2.00 per bushel, compared to $2,50 per
bushel in the baseline cost analysis case.
We can see, however, that even these cost
estinates do not result in ap economically
feasible plant.

Westby and Gibbons (1982 and 1983)
have carried out various experiments
regarding plant design and operation to
deternine if costs might be reduced,
exanining such measures as recycling of
stillage supernstant, using continuous
cascade rather than batch femcntatlon. and
varying nash starch concentration. Some of
Jhese modifications appear to hold promisge
for reducing costs of production. Gibbons
and Westby (1983) report that cne of these
measurss--increasing the starch concen-
tration--could reduce costs by approxi-
mately $0.40 per gallon of alcohol.

If some of these changes in combina-
tion could reduce costs by $,50-.50 per
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gs.lon below those shown {n our baseline
case (column 3 of Tsbls 6), one might heva
costs net of byproduct credits ss lov ss
roughly $1.20-1.30 per gsllon in some
instances. Such costs sre not very likely
at the present time for small-scale plants.
However, if achieved, they would bring such
plants much closer to economic feasibility
than is indicated by the dsts in Table 6.
Even at coats of $1.20-1.30 par gsllon,
returns on alcohol would need to bs higher
than have been estimatec in our farm fuel
utilizstion snalysis for an alcohol plant
to operate profitnbly.

Anothar factor that could reduce costs
from an individue) investor standpoi:i* is
the cxistence of investment tax cridita.

In addition to the permanent business
investment tax credit of 10%, fusl elcohol
plant investors are eligible under certain
circumstances for a 10X energy investment
tax credit [U.S. Nationel Alcohol Fuels
Commission). If one applies the full 20%
credit to our capital cost figures (in
Hoffman and Dobds), & roduction of

roughly $.04 per gallon is obtsined. This
ie hardly sufficient to tip the fessibility
balance, given the estimates of coats and
returns presented in this report.

Some sdvances in technology and
methods could result in lowsr per gallon
costs than those figured in our b.aseline
case. thanges in other assumptious could
push costs higher, however. For instance,
8 15X interest rate was used to amortize
cepital costs in tho baseline case. Most
private investors would demand & much
higher raturn than 15% on money invested in
risky new ventures such =: fuel alcohol
production. & doubling of the intaresst
rate (to 30%) usad in amortizing cspital

Aruitoxt provided by Eic:

adds $.20 per gallon to costs. Other
chsngas in sssumptions (s.g., lower yields
of slcohol) could further add to per unit
costs.

Costs of production for small-~scale
slcohol plants mey come down over time. At
present, though, our bassline cost esti~
©.tea sppesr resscnable.

Final observations

The snalysis presented in this report
indicetes that small-scale fuel slcohol
plants ere not likely to be economicelly
feasible at the present time. Only under n
combination of rathsr optimistic assump-
tions, given recent and current tachno~
logies and price rslationships, do in-
vestments in small-scale plants apponr to
hsve much cheance of peying off.

Continued improvaments in techunologlos
for producing and using fuel alcoliol could
improve the sconomic prospacts. The
ability to efficiently produce snhydrous
alcohol in small-~scale plants, for oxample,
could improve the markstability and econo-
mic value of the fuel product. Likewisa,
future sharp increases in the costs of
gasoline and dicsel Jusl would incresse the
value of fuel alcohol as & substitute or
sxtender, thereb hancing the ic
fessibility of elcohol plants.

It is slso possible that certnin
feedstocka other than corn might result in
lower costs per gallon of slcohol. (Current
reacarch st South Dakota State Univ:rsity
is now focusing on some of the slte.ustive
faedstock possibilities.
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ANNEX
Metric Messurement Conversions
Contained here sre csrtain conversions of Eaglish to metric messurement

units. These conversions will bs of use to individuals wishing to detsrmine
and state inputs, outputs, or costs found in this rsport im metric units.

Symbol When You Know Multiply By To Find Symbol
MASS (WCT
oz ounces 28.0 grans 3
1b pounds 0.45 kilograms kg
short tons 0.9 tonnes t
(2,000 1b) .
long tons 1.01 tonnes t
(2,240 1b)
8 grans 0.035 ounce oz
kg kilograns 2.2 pounds 1b
t tonnes 1.1 short tons
(1,000 kg)
t tonnes 0.98 long tons
(1,000 kg)
VOLUME
tsp teaspoons 5.0 miililiters al
tbsp tablespoons 15.0 milliliters al
£l oz fluid ounces 30.0 milliliters al
c cups 0.24 liters 1
pt pints 0.47 liters 1
qt quarts 0,95 liters 1
gal gallons (U.S.) 3.8 liters 1
ga gallons (Imp) 4,5 liters 1
ft3 cutic feet 0.028 cubic wetsrs -g ¢
yd cubic yards 0.76 cubic meters w
nl milliliters 0.03 £1luid ounces £l oz
1 liters 2.1 pints pt
1 liters 1.06 quarts qt
2 liters 0.26 gallons (U.S.) gs: (U.S.)
1 liters 0.22 gsllons (Imp) 333 (Imp)
=3 cubic meters 35.0 cubic feet ft
w3 cubic meters 1.3 cubic yards vd3
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Rure! Underdevelopment: foyment and
‘ Underempioyment I;Scum-_k_me

One way of gauglng the extent of.dwolopnnf In an economy Is through an
axzmination of employment patterns. Significant unemployment or underemp!oyment
may Indicate underdevetopment in o rural. economy . In South Dakots as a whole,
oufright ynemployment 1s normally fow, In comparison to many othsr states and
nations. Underemployment is & significant problem, however. This underemploy-
ment |s often associated with Inadequate purchasing power.

This paper was prepared 10 provide background for groups concerned with
rural development In Scuth Dskots. !t contsins an attempt to provide under-
standing about the nature and ex*ent of South Dskota's unemployment and under-
employment problems. This attempt consists of the following components: (1)
describing what is meent by unemployment and underemployment; (2) examining
vhere and smong what groups unempioyment and underemployment are found In South
Dakota; and (3) exploring the causes of unemployment end underemployment {n
South Dakots. Much of the Information contsined In this peper was drown fraom
reports of the South Dakots Dspartment of Labor.

A. Some basic concepts and deflinitions

U.S. unemployment resched 9.7% In 1982-~the highest rate since 1941. The
rate stood at 9.65 In 1983, and hed dropped to around 8% by the early months of
1984, as recovery from the recent recession continued. South Dekota's unemploy=-
ment rate has traditionally been both lower 8nd less volatile than the U.S.
rate. Because of the small glze of the State's manufacturing sector, we have
not been as ciosely tled to U.S. business cycles as have meny other states.
Mcreover, rather than face long term unemployment or underemployment prospects,
many persons have left South Dakota over the years--sometimes |ater showing up

In other states' unemployment statisvics. Nevertheless, witn South Dakota's
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Increased [ntegration into national manufacturing and other non=agricul tural
sectors during the 1970's, we have seen somewhat higher unerployment rates in
the State durlng the most recent recession, The unemployment rate in South
Dakots reached 5.55 In 1982 and 5.4% 1n.1983. If econamic recovery contlnues,
the rate should be lover for the year 1984. We can ses In Tabie 1 that the un-
employment rates for both South Dakota and the Nation have been quite high the
past few yeors, relative to the 1970's decace.

Unemployment rates do not tell the whole story, however. Participation In
the work force has been steadlly Increasing, making 1t more difficult for the
economy to provide jobs for all who want them. The 1970's saw a substantlal [n-
crease in the clylllan labor force participation rate-~the proportion of the to-
tal clvillan population which was working or seoking work. This rate [ncreased
betwaen 1970 and 1960 from 60.4% to 63.8% on the national level and from 56.2%
to 61.6% In South Dakota. Mv.h of the increese was dus to greater participation
of women In the work force. In South Dekota, the number of wamen In the labor
torce Increased by 47% during the 1970's, while the Incresse for men was only
14%.  This represented an increase In the female imbor force participation rate
from 38% In 1970 to 49 In 1960 and & male labor force participation rate that
remalned approximately unchanged at 75%.

To better understand the meaning of these statistics, let ys pause to re-
late the concepts of employment, Jtabor force pacticipation, and unemployment,
People aro condslidered by the U,S. Depnrtment of Labor to by unempioyed 1¢ they
are avallabie and actively looking for work, but do not have a8 Job. Persons are
consldered employad [f they are dolng any work at all for pay or profit; this
Includes all part-time ang temperary work, as well as certaln unpald family

workers In famlly-operated businesses, Buliding on these definltions, persons
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Table 1. U.S. and South Dakotws Unemployment Rates

Unemploymant as € of Clvittan Work Force
Unlted Sta’es South Dakota

o« e e o o
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Sources: Econgmic Report of the President, 1984; and reports of the South
Dskota Department of Labor.

*Confllicting dats.
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smployed and those unemployed combine to form the totsl labor force.. Persons
not actlvely seeking work are consideréd not In the labor force, rather than
unemp | oyed.

As elready noted, unemployment rates have started to decline from thelr
recesslon~Induced hishs of 1982 and 1983. However, same analysts feel that the
decl Ines overstate the degree of econamic Improvement. They note the "dis-
couraged worker effect". So~called "discour Jged workers® are those who want
employment but temporarily or permanently give up tho search for work. At that
polnt, they are no longer In the work force and, hence,” sre not considered un~
employsd In officlal statistics. Because of structural chenges taking place In
many of this nation's basic Industrles, many workers iald off during the reces~
slon will never be able to return to their old Jobs. [f they are middie~aged or
beyond, retreining and/or relocaticn to find permanent new employment may be ex~
tremely difficult, Scme of these pecple have become "discouraged workers", One
report [ndicates thav there are 1.5 miiilon peodle In the U.S. who, out of
frustretion, have given up looking for Jobs,

Another shortcoming of unemployment statistics Is that ihey do not account
for undorempl oyment. Underemployment exIsts when persons are employed In posi-
tlons which do not fully utllize thelr skills, tralnlng; or ev~arlence or when
persons are employed In part-time posltions because they c.ivu0t ind ~ , ~time
Job. They are consldered "employed" in offlclal statist Cs, even though thelr
time or skilis are underutilized. There are presently no offlclal government
statistics avallable on the extent of current underempioyment In the Unlted
States or In South Dakota.

Indlvidual researchers have somet!mes measured underemployment using
various formulse. Underemployment [n one study was measured by the number of

persons who worked less than 40 weeks per year dlvided by the totel persons In
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the labor force who worked at all during the yesr, uith the result expressed as
a percentsge. By this wmeasure, 28}_01" U.S. workers and 328 of South Dekota
workers ver; underempioyed In 1969,

Another, more complex measure of underemployment 1+ 235 been used in a
couple of studies Is referred to as the "economic utillzation Index"", This In-
dex Is the ratio of a group's actual wmedian income to its “warranted" earning
capecity. In computation of this Index, the warranted earning capactty Is an
expected Income measure for a population with gliven characteristics In a local
area compared xith a natlonal level population group vl.fh the same age, educa~
tlon, work experience, and other characteristics. The measured economic
utilization Index for South Dekota was 945 In 1970, indicating that workers were
earning less then thelr "capaclty®, by national norms.

Befors going on to examine the specifics of unemployment and underemploy=-

ment problems In South Dekots, a brief overview of the State's labor force Is in

order. This overview Is provided In Tablie 2. We can see that the State's labor
force has grown .y neai ly 84,000 persons since 1970 (338,000 in 1984 compared to
254,245 In 1970). Roughly two-thirds of the labor force growth during this

perlod was made up of vamen. This Is di to substantial Increases in the labor
force participation rates of both white and non-whiie wamen In the State.

Labor force participation rates are highost smong white males (79.9%).
Nonwhite males (59.8%), white females (54.7%), and nonwhite females (43.9%) fol-
low, In that order. White maies thus constitute siightiy more than one-hal f
(55%) of the South Dskota labor force. Nonwhite males and females, comblned,
constitute %5.3% of the labor force, although they make up 6.7§ of the aduit (16
years and older) population. Nost psrsons [n the nonwhite category In South
Dakota are Natlve Americans. Natlve Aeericans constituted 6.5% of South
Dakota's 1980 total population of 690,768.
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Table 2, Composition of the South Dakcta Labor Force
1970 © 1QR4%
No. In Labor Force No. In Labor Force
Popul atlon Popule- Labor Patticipa- Popula- Labor Participa=-
Groups tlon Force tlon tlon Force tlon

(16 Yrs and Older)

ﬂz.qeﬂ..355.255.-.Jﬁﬁ-..u.ﬁ“.ﬂﬁ--“ﬁaq.ﬂﬂ---.19.95

*Estimated.

= ||m Provided by ERIC

All Persons

¥hite Males 212,368 161,052 75.8% 252,8%7 165,954 79.9%

White Females 221,711 85,197 38.4% 245,350 134,256 54.7%

Nonwhlte Males 8,709 4,860  55.8% 16,493 9,871 59.8%

Nonwh!te Females 9,302 3,136 33.7% 18,056 6,919 43.9%
Source: South Dakota Annual Piannina Report No. 13, June 1983, by South

Dakota Department of Labor.
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8. Jha _demography and geography of unemployment and underemployment in South
Dakota .

There are several ways to fook at unemployment and underemplioyment to un=
derstand where and smong whom the probiem Is most severe In South Dakota. The
ways we will iook at the probiem here are by geography, race, sex, and age.

Geographical ly, statistics indicate that five South Dakota counties rad un=~
employment rates greater than 10% In 1982, <cocipared to the statewide average
that year of 5.5§. Those countles were Buffalo (19.1%), Corson (12.2%), Dewey

LRI

(11%), Todd (13.9%), and Shannon (15.68). All flve have substantial Natlve
American popuiations residing in them. Counties encompassing the Standing Rock,
Cheyenne Rliver, Pline Ridge, and Rosebud Reservations had an average unemployment
rate of 11.3% In 1982. In those same counties, 36§ of the persons ~orking were
employed only part-time (less than 40 weeks per year) In 1969, compared to 3Z%
for all of South Dakota. On the other hand, the "economlic utllization Index of
ungerempl oyment for those counties was 935, quite close to the statewide average
of 94%. What this says Is that the Incomes of iabor force groups In those coun-
tles Is roughly equivaient to groups In other South Dakotas counties with simliiar
age, educational attalnment, work experience, empioyment status, labor force
status, ond occupational structures. However, as previously lIndicated, &
measured Index of less than 100% Implles that workers In South Dakota as a whole
made less than thelr "earning capacity" In 1970.

Statlstics categorized by race provide further detall for the plcture just
drawn. Of Native Americans in the South Dakota Isbor force In 1980, 20% were un-
employed, compsred to 4% for white persons. The unemployment rate for nonwhite
males s expected to be more than 408 in 1984 (Tabie 3). In cther words, of

16,493 nonwhite adult males, 9,871 of whom are available for and seeking work
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Talle 3. Expected® 1584 Unomployment Rates In South Dekota: by Race, Age,

Total Unemployed

(16 Yrs and Older) N Unemployed Rete of Unemployment
All Persons 18,000 3%
¥hite Hales 6,802 3.7%
16=17 974 15,5
18-19 701 2.9
20-24 1,724 7.3
25~-34 1,692 3.3
Y 7] 57% 1,7
45-64 1,010 1.9
6% Yrs & Over 126 1.2
5,750 4.3%
16-17 918 16.9
18-19 682 11,3
20-24 1,347 7.0
25-34 1,268 3.4
35-44 748 2.8
45-64 709 2,1
65 Yrs & Over 78 1.5
4,079 41,3%
16=17 131 28.3
18-19 263 33.3
20-24 957 51,8
2534 1,769 50,9
35~44 589 35.9
45-64 338 21,8
65 Yrs & Over 32 29.9
1,369 17.3%
16=17 175 33.6
18-19 166 17.6
20-24 384 29.4
25«34 237 11,2
35~44 196 13.0
45-64 208 10.9
65 Yrs & Over 3 2,3

Source:
Dakots Department of Labor.

*Retes estimated In advance of 1954,
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(Table 2), 4,079 are expected to be unemployed during 1984. Furthermore, |f the
nonyhite male labor force participation rate (presently 59.8%) were as high as
the rate for yhite males (79.9%), an«;fhor 3,307 nonwhite males would be In the
labor force. 1f we add those 3,307 nognorklng men to the 4,079 unemployed non-
white men, the total Is 7,386=-nearly one-haif of the adult nonwhite male
population In South Dekota. This constltutes & msjor employment problem for the
nonwhite, prima-ily ative American, population In South Dakotal

Lower labor force participation rates for women than for men have al ready
been noted (Table 2). However, female labor force particligation rates have
galned subs!ntlally on the rates for males over the past 10 to 15 years. Women
have Joined the labor force in Increased numbers for many reasons. Flnanclal
necesslty Is obvlious!y one of the reasons. Double-digit inflation In the 1970's
induced many wcmen to work In order to help malntaln or Improve thelr family
Ilving standards. Higher divorce rates have resulted in more female headed
famlilles. Moreover, as large numbers of people born In the baby tocm 1950's en-
tered the work force, competitlon for jJobs held wages down, causing more young
famliles to rely on iwo Incomes. In addition to these and other financlal

reasons, many women began In the late 1960's and the 1970's to seek employment

for rsasons of personal fulfllimecnt and economlc Independence. The result has
been a substantially expanded female labe~ force In South Dakota.

Although there is still a smaller proportion of women than there Is of men
I - the South Dakota labor force, unemployment rcates for women show a mixed plc~
ture. Overall unemployment rates for the two groups were quite similar In
1980-=5.1% for men and 4.6% for women. In 1984, they are expectad to be about
3.7% for white men and 4.3% for white aomen (Table 3). For nomwhltes, however,
the unemployment rates are substantlally lower for women than for men, They

were 23.4% for Natlve American men and 16.6% for Natlve American women in 1980.

1 196 - |
ERC BEST_COPY: AVARSBLE4

PR




ElC

PArulext provided by enc

192

In 1984, they are expscted to he 41.3% and 17.3% for nonwhite men and women,
respactively,  what these statistics tell us Is that fever nonwhite women than
nonwhite men are unsuccessfully seeking work. However, If we combine jabor
force participation and unempioymont information, we see that roughly the same
proportion of r~nwhite adult men as women are actually employed--around 35%.

Unempioyment rates by age group are also shown In Table 3, We can see that
expected 1984 unemployment rates are higher In all nonwhite age~sex categories
than In the corresponding white categories, Unemploymergf rates are particularly
high among nonwhite men In thelr twentles and thirties,

Having viewe! the extent of unemployment and underemployment In South

Dakota, we turn In tie mext section to gcauses.

c. Couses of unemployment and underemployment

South Dakota's unemployment and underemployment problems result fram both
fnadequate econcmic opportunities and, In some cases, Inadequate skills and
training.  Employment oppe ftunitles depend very much on the structure of a
state's economy. Let us therefore look at that structure In South Dakota.

South Dakots Is much more dependent on agriculture +than are many other
states. Earnlings recelved directly from farming and ranching constltute 15-20%
of total earnings In South Dakots, and a signlficant additlonal portion comos
Indirectly from agriculture through agri-business firms and other retall
businesses se!llng to tarm and ranch famliles, Approximately 13% of the State's
enployment Is in farming and renching. In contrast to the Nation's econamy, |n
which more than 20% of the work force was employed In manufacturlng fn 1980,
only around 10§ of South Dakota's employment was In that sector. Thus, we have
long had fewer [ndustrlal employment opportunities and been more dependent on

agricul ture than meny other states.
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This heavy agricultural dependence has contributed greatly to the limited
and low-wage umpl oyment opportunities. Farm numbers In the State have decl Ined
contlnuously since the mld-1930's-~from 83,303 In 1935 to 37,147 In 1982. Famm
and ranch employment made up 45% of the.Stete's employment In 1940, but makes up
lass than 15§ at present. The farm and empioyment number declInes represent a
major exndus of people over the past 50 years. With very limited of f~farm
empioyment opportunities [n South ODakota untll the 1970's, people flowed to
cltles In other states. Thus, the large supply of labor=-coming from South
Dakots farms and ranches--coupled with Iimlted local nmn.d for that tabor lel
to relativiey low wages.

Off-farm employment opportunities did Improve during the 1970's In South
Dakota. Industrial flrms were drawn to South Dakota by several factors-= In-
cluding low wages and workman's compensation costs, Improved Interstate highway
transportation, and low taxes. Between 1965 and 1979 (Just prlor to the
econcmlc recesslon of the early 1980's), non-agricultural wage and salary
employment [n South Dakota rose by 55§. Three sectors accounted for more than
two-thirds of the non-agricultural employment growth during this perloed. In or-
der of Importance, they were the following: (1) wholesale and rotall trade; (2)
services; and (3) manufacturing (Including processing).

There were about 310,000 persons employed In South Dakota In 1982, of which
approximately 40,000 were In farm and ranch employment, 230,000 were In non-
agricultural wage and salary employment, and the remalnder were self-employed or
In otter mlscallanaous categories. Wholesale and retall trade made up 27% and
services made up 235 of the noa~-agricultural wage and salary employment (Table
4). Both of these have traditlonally been relatlvely low-wage sectors.
Manufacturing experlenced majJor growth In  South Dakota durlng the 1965-79

pertod, but was only 11% of non-agrlcultural and salary employment in 1982,
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Table 4, Non-Agriculture Wage and Salary Employment In South Dakota

Industrlal Category of

1965

Empioyment as
Percont of Total

1982

Employment as
Percent of Total

Non-Durable Goods

Non-Manutfactur ing

Contrect Construction
Transportation and

Publlc Utliities
Wholesale and Retati Trade
Finance, insuranze, snd

Total Non-Ag Wage and Salary

81

2.5
6.2

- 10% ]

1.6
5.6

6.5
26.7

4.5
16.3
30.2

100,08

10.9

5.3
H

N
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Except for meat processing, South Dakota's manufacturing sector Is largley
non-unlonlzed. Though South Dakota ma;xufacfurlng wages tend to be much lower
then In the eastern U.S. and the Indusiriallizad Upper Midwest, they are
froquently higher than In other ovallable sources of $outh Dokota emp.oyment.
Consequently, outmigration from South Dakota stowed durlng the 1970's In part
because of newly avallable manufacturing employment opportunitles. Recent
growth 1n flinanclal services employment (part of the flnance, Insurance, and
real estate sector In Table 5) has also permitted more people to remaln within
the State. .

In attempts to achieve acceptable famlly Income levels, many famllles com=
bine farm and of f-farm Income. Off-farm Income represented 25-30% of net Income
earned by South Dakota farm famliles in the late 1970's, Many farm wives took
Jobs In the State's expanding manufacturlng sector during the 1970's. Some
small, part-time farms, of course, are not the prime scurce of current income at
atl; rathe~, they provide a rural resldence, livestock activities for  ildren,
and an opportunity for the family fo bulld equity In land.

Not speciflcally mentloned thus far are the severe Impacts declining farm
aumbers have had on smail towns In South Dakota. Meny South Dskota towns have
historically depended on the trade of farm famllles for thelr economic
livellhood. As farm numbers have declIned, smet! businesses have suf fered and
many have ceased to exist. Consequently, except where repiacement manufacturing
Industrles have emerged, employment opportunitles in South Dakota's small towns
have been meager.

Employment opportunitlies, or gdomands for labor, are one side of the equa=
tlon. The other slida, which now needs to be dlscussed, Is the quallty of labor
sunplles In South  Dakota. South Dakotans have a  well-deserved

“w111ingness-to-work" reputation. But, are some of the unemployment and
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Table 5. South Dakota's 1983 Annual Average Nonagricultural Wage and Salary
Employment vy Industry .

Percentage
19483 1982 —Change
¢1,C00) (1,000)

Total 233.0 230.2 1.2
Minling 2.6 2.3 13.0
Construction 8.3 8.2 1.2
Manufacturing 25.7 " 24.8 3.6
Durable Goods 13.1 12.2 7.4
Fabricated Metals & Machlinery 8.3 7.8 6.4
Nondurable Goods 12.6 12.5 0.8

Food & Kindred Products 7.7 7.9 2.5

Paper, Printing & Publ ishing 2.6 2.5 4.0
Transportation and Public Utli(tl9es 12.3 12.5 ~1.6
Transpartation 6.9 6.9 0.0
Communication & Public Utiilities 5.4 5.6 3.6
Wholesale and Retall Trade 61.6 61.9 =0.5
Wholesale Trade 16.2 16.4 -1.3
Durable Goods 7.1 7.4 -4.1
Nondurabie Goods 9.1 9.1 0.0

Retall Trads 45.4 45.5 -0.2
Finance, Insurance and Real Estate 12.4 11.8 5.1
Services 53.3 52.0 2.5
Hotels, Amuse., Pers. & Business 14.0 13.5 3.7
Medlcal and Health 22.1 21.6 2.3
Educational, Membership & Soclal 14.3 14.0 2.1

Gc 'ernment . 56.9 56.6 0.5
Federal 10.2 10.2 0.0
State §6.0 15.8 1.3
Siate Education 7.5 7.4 1.4

Local 30.7 30.7 0.0
Local Education 17.2 17.2 0.0

Source: "South Dakota Labor Bulletln for December 1983", January 1984, by South
Dakota Department of Labor.
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Iw-wage problems perhaps due In part to lack of education, skll13, or other
work=retated qualltles? .

The education level of South Dakota's work force has boen steadily rising.
More thun three-fourths of the employed persons In South Dakota have high school
diplomas and ever Increasing numbers are college educated. Many of those suf-
fering most from unemployment have low education levels, however. More than 40%
of the 11,460 "econcmical [y disadvantaged” persons who reglistered In tiscal year
1982 wlth +he South Dakota Job Service did pot have a high sctool diploma. In
today's economy, this lack of formal education can ﬂa a severe limitation to
employment access.

Lack of the "right" educatlon or skllls can also be a problem, though the
extent of thls problem Is dlifficult to know and document. However, It seems
clear that an ever more technically sophisticated economy Is golng to require
vocational ly and college educated employees who are well grounded In the sclen-
ces. Whether our youth seek employment within or cutslde the State, a strong
educational base Is golng to be essentlal.

Location can also be an employment hendicap for some n South Dakota. More
than half of the 11,460 economically disadvantaged Job Service applicants men~
tloned above were rural residents. Some of these rural aress, particularly In
western Scuth Dakota, are long distances from towns of any substantlal size.
Commuting to Jobs Is lInfeasible In many such clrcumstances. For those in-
div!duals unable to move because of econcmic, famlly, or other reasons, job ac-
cess Is greatly restrictad.

It has been estimated (by the South Dakots Department of Labor) that there
are perhaps 120,000 economically dIsadvantaged pessons In South Dekota, Of
these persons, nearly 70,000 are In the potential working age span of 14 through
64 years. Many persons within this group may need speclal tralning or other
employment services. These 70,000 constltute about 16% of the total South
Dakota population In that 14-64 years'age category. Twenty-flve thousand of
these economically dlsadvantaged persons are fram 22 to 44 years of age. It Is
vitally Important that people In this age span, with potentlally thelr best
working years yet ahead of the, not be econcmlcally bypassed for lack of employ=~

ment skllls and services.
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T. bubbu' Attuchment b

COOPERATIVE EXTENSION PROCRAM N
“SMALL TOWN ECONOMIC DEVELOIMENT OPTYONS"#

Burposes .

To infomm South Dakota communities of cconomic treuds and policies
affecting their future.

To help communities gain perspective on cconomic development optfons
avajlable to them. .

To cncourage cozmunity self-appraisals and appropriate development
initiatives by local citfzens and leaders.

Thereby

To foster income and employment growth in rural areas.

*Contact Person: Thomas L. Dobbs
Extension Rural Development Economist:
Eccnomics pepartment, Scobey Rall
South Daxota State University
Braokings, SD 57007
Phone: (605)688-4141
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POSSIBLE COMPONENTS CF PROGRAM ON
"SMALL TOUN ECONOMIC DEVELOPMENT OPTIONS™#%

turrent statc ot the national cconomy and relevant ag and non-ag policies.

Trende in the state and local cconomy.

Feonomic development options:

a. Fxpansion of agricultural production

b. Incrcascd agricultural processing

c. Incrcased marufacturing
d. Fypansion of other industries
c. Expansion of retail trade

{. Genera) community improveuent

The iocoal development process
4. Filp on "What Do You Want?"
b. Organizing for uction

¢. Possible initfatives

O
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AxDegpending on content, program may involve both Extension Rural Development
Econonist (Thonas Dobbs) and Extension Agricultural & Public Pclicy Fcontal-t
(Mark Edelman).
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Senator ABpNoR. Thank you, I appreciate that. Clarence Skye.

STATEMENT OF CLARENCE W. SKYE, EXECUTIVE DIRECTOR,
UNITED SIOUX TRIBES

Mr. Skve. I am glad to be here Senator, Honorable Senator
Abdnor, and your Joint Economic Committee, and ladies and gen-
tlemen. My name is Clarence Skye and I am the executive director
of the United Sioux Tribes of South Dakota which is made up of 11
Sioux Tribes in North Dakota, South Dakota, and Nebraska. One of
the things that Indian people do not receive is a check every
menth. That is a real myth. I am, as Ben Reifel used to say, our
former Congressman of the State of South Dakota, he would say I
am part Indian, I am Irish, and I am also German, but I am also
part Piorian Indian from Oklahoma.

The Indians through the years had to get organized, really orga-
nized in order to be able to cope with the situations that they have
on the reservations, in a very depressed area. We have always been
without to a lot of degrees, ut we have been able to function. It is
very important to realize that we have had to work to be able to
develop as farmers and ranchers. We have about 560 Indian cattle-
men and farmers out in our areas that are opposed to foreclosures
by banks and FmHA and PCA. We are opposed to that. We think
that there can be something done other than coming in and fore-
closing and taking the person’s livelihood.

I am very sympathetic to the gentleman and the people that
have testified before me. We do have a depressed economy in South
Dakota, but I think that in many ways we do support the urban
cities and communities in the east and around us, that South
Dakota is the heart of the Nation.

I also have two gentlemen here with me, Senator, chairman of
the lower Brule Sioux Tribe Mike Jandreau, Mike will you stand
up. Mike is head of the first project in South Dakota which is
called the Grass Rope Irrigation Project which really has done
some development with your help Senator and we appreciate thav.
We also have another gentleman named Ruben McClosky who has
a Polock name but he is Indian. Ruben is from Rosebud. We also
need to do more work in South Dakota for the development of our
peo};l)le and the Indians and general populace. We need to get “o-
gether.

We need to work together to really turn the economic situation
around. I don’t think we are all saying, hey, government bail us
out, but I think the Government needs to bring that foreign
market to us so that we can deal with it at our level. There needs
to be much, there is probably too much Government interference
and througn a lot of activities that cause us problems in the
market on the reservations and in the whole State.

I have talked to an individual, he was a farmer in Aberdeen, and
asked him how he was doing and he said he was having a tough
time, house burned down, they were coming in to foreclose, a lot of
things were happening to him. I think it is important that we also
struggle that we need to get the big city Congressmen and the big
city Senators to take more of a look at our rural economy, hecause
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in reality we have got water, we had the land base, but we don’t
have the financial resources to develop it. So we need a lot of out-
side help.

I think the people in South Dakota are great people and good
people, and I think if we turn this whole thing around by becoming
face to face with each other, with the growing concerns that are
happening around this country. Senator, thank you very much and
I want to give you the rest of my prepared statement.

[The prepared statement of Mr. Skye follows:]
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PREPARED STATEMENT oF CLARENCE W. Skyx

ECOROMIC OUTLOOK FOR SOUTH DAKOTA

This statement is presented on behalf of the Sioux Tribes by Ciarence
W. Skye, Executive Director of United Sioux Tribes. The emphasis ia directed
at the {mmediste depressed sgriculture gituation sa it relates to Indian
ranchers and the long term economic problems of reservationa.

I feel particularly qualified to comment on reservation economies be-
cause of our involvement with the elected leaderahip of the reservationa
and constant communication with tribel chairmen. 1In n‘:dition. for the paat
18 months, we have been actively involved in explaining the Indian Finance
Act to Indian groups and packsging individual loan applications. It is my
hope that you will get sdditional testimony from tribal leaders on the
deplorable reservation conditions.

There is no doubt that reservation economies are at their lowest in
several decades because of federal cut backs in various programs and elimi-
nation of others. Equally, and without doubt, is the jeopardy of the agri-
culture base, particularly Indian cattlemen, which are the principle private
sector mainstay of the reservation ecoromy.

It needs to be emphasized that the Indian rancher on the regervation
is confronted with all of the problems of agriculture plus additional problems
unique to ranching on the reservation. It needa to be emphasized g1so that
Indians are ranchers, not farmers, and as a result have not benefited from
commodity price supports, Payment in Xind, farm storage or similar programs
that have helped many farmers/ranchers throughout the gtate. Indian ranchers
are further handicapped by having only permit or leasehold interests in their

ranch with equity limited to livestock and machinery. Those who have had
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some trust lands now find they are destined to loose these lands by fore=
closure if their cattle operation can not be sustained. Compounding the
Indian ranchers prablem is the lack of credit from the private sector due
to jurisdiction issues all of which limit the ranchers ability to modify,
1imit or restructure his operstion.

The reservations are the epitome of the problems of rural america
compounded by the fact that & self sustaining *conomy was never attained
on the reservations. The "recovery" we hear so much about has not happened
in Indian country and the prospects of fostering a Yecovery seem even more
remote. '

Reser vations have nothing to look to as positive indications of economic
relief. When South Dakota brags about the lowest unemployment in the nation,
reservations, in South Dakota, expeil=znce 10 times the national unemployment
rate. Because reservations have never had an economic base they are particu-
larly devastated by cut backs in the government social programs of housing,
elderly assistance, job opportunity and etc. The reservatlons are exper=
iencing a depression unlike anything known in the past 50 years and while
the President talks of recovery there is no evidence to support his statement
in Indian country.

We are aware that we have significant amounts of natural resources,
largely undeveloped through no fault of ours, and we have the potential of
greatly improving our econony while at the same time assisting in the re=

covery of the state and nation.
RECOMMENDATIONS

First, let us try to save the one, and aest generally the only, Indian
ol
enterprise on the reservation by providing a low interesqloan program to
see them through these tough times. A well structured credit program could

save the land, machinery and cattle of Indian operators at little expense
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to the taxpayer.
Szcond; & conscientious effort on the part of government to develop

the reservstion resources for the benefit of Indian people and in turn

benefiting the state and nation.

In the past, economic development attempts have been misguided efforts
to develop small business or services on the reservationa. The big projects,
like the Missouri River Dam§, wvere built for the government by the governmant,
to & major extent on Indisn lands, for the benefit of govermment. Little or
no economic benefits have accrued to the reservations.

The tribes have land, minersls and water; resources envied by the growing

sun belt states. The challenge is to develop these resources in South Dakots

on the reservations with the principle benefits of investment and jobs re-
maining and exporting the finished product.

A recent report of the "Presidential Commission on Indian Reservation
Economies” went into great detail in explaining the barriers to economic
development on reservations. It also made & host of recommendations, nearly
a1l of which require legislative action 2g»:op level changes in government
regulations to accomplish. This report, like so wmany before, does not pro-
vide for imput from the Tribe= or a course of acticn to bring about the
reconmendat?ons.

We feel studies and reports have been used historically to impede, delay

or for ever deny progress.
SYNOPSIS

I an very happy to have the opportunity to address the joint economic
comnittee and hope to relate to you in a few words the seriousness of the
depression in Indian country.

Without dwelling on the overall economic problems of the reservations
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and the Indian people in this short presentetion we would like to requeet
specific and emergency action to asve the Indien Agriculture Induetry.

It {e¢ our belief that a low interest loan program, subaidy if you
wish, be created to sslvage the Indian rancher in 1985. We are experiencing

bankruptcies, foreclosures snd liguidations at an alsrming rate and indi-

s e

cations are many more will be gone in 1985.
In our opinion the program should provide loan money at not mors than
6% {nterset and be flexible to include refinancing of existing loans, buy %
down on principal and restructuring of ranch operatione. :
Over the past several decades the government has encouraged the Indians ¢
to use their agriculture resources, develop private cnterpri;e and financed -

their establishment in agriculture. To back avay and let sll of this time i
3

and money go to waste without trying to aalvage the industry ia incomprehensible. !
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Senator ABDNOR. Thank you, Clarence, we will certainly make it
part of the record. We appreciate you coming all the way down for
this. It will be very helpful. I want to say we agree with you on
getting the message to those city Congressmen. Sc we don’t lose
sight of this, I want to again say this is just the start of a year and
a half of meetings all over the country, but more specially probably
in Washington. There has never been anything like this carried on
before. We do a little crying back home about the big city Congress-
men not paying any attention but this is the first iime the attempt
has been made to collect sume hard evidence of the way things
really are.

We know that the farmers and their problems is the biggest
single concern, but we want to cover the whole ackage because
they keep coming at us with these city programs liﬁe adding a cent
to the gas tax and taking that for mass transit while our story
never really gets told.

At least this time we are doing it in a committee form with a
bona fide transcript of the record which we have never had before.
And this is just the kick-off. That is what we are trying to do here
today, we are having a full fledge agriculture one next Wednesday.
I know I have been bearing off on the other areas of the economy,
but nothing is more important than agriculture. I want this to
show in the first hearing of this mass project in an attempt to tell
the rest of the country, and the cities, and particularly the Mem-
bers of Congress and some of those bureaucrats that administer
these programs that by golly they better take a look at rural Amer-
ica because we count too.

Mr. SKYE. Thank you, Senator.

Senator ABDNOR. Has Denny Peterson come in yet? Tim: Giago, is
he here yet? Leon Reiners with the pork producers, I think he is
State Chairman of the South Dakota Pork Council. One of your
home town fellows and we are happy to hear from him. I saw him
in Washington just last week.

STATEMENT OF LEON REINERS

Mr. REiNERs. Thank you, Senator Abdnor, for giving me a few
minutes on your schedule, I do not have a prepared statement so
probably I should say what I am going to say i3 on my own behalf
and my own feelings as a farmer from Hutchinson County. I really
appreciated some of the remarks that that first lady had up here
this afternoon, but when Senator Abdnor talked about confidence
and things like that in a rural community, it is really obvious
when a lady that has probably given all of her life for producing
food gets up and says I am just a farm woman, I think that says a
lot for our confidence, and that is one thing we need to turn
around somehow or else stay on the positive side of it. We probably
don’t hear many teachers saying I am just a teacher or probably
many people that put machines on a car that say I am just a ma-
chinist. We need to have the confidence, we need to know we are
producers and we are not just farmers.

I don’t want to lecture, but I guess it bothers me because some-
body told me that once, they corrected me when I said I am just a
farmer. They said we don’t want to look at it like that. I guess an-
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other thing I see is we have been asked to get unified as farmers,
we hear so many voices coming out of farmers, I agree with that
and yet at the same time I hear a lot of different things coming out
of lending agencies. I was at a meeting this winter once, last fall in
fact it was, that one of the segments of, a person in one of the seg-
ments of the lending agencies says maybe what we all need to do 1s
join another farm organization and that will solve all our prob-
ems. I guess ihat took me back a little bit. I thought that was a
poor attitude. .

I think commodity organizations are t for help from within,
but when you need help from without, I mean it wasn’t the farm-
ers’ fault or commodity organizations that put embargoes on and
things like this, decided they were going to control inflation with
interest. That is where we need help from without. One other
thing, we have talked a lot about some of the things we need to
change or some of the new laws we need. One thing as a pork pro-
ducer I see we don’t need any new laws, we know there is a lot of
Canadian h beinghimgorted in the United States, the last figures
I had was 1,322,000 head. That is a 195 percent increasz in the last
12 months.

Last November a person in the lending agency told me that is
not a big deal, you are making too much of a big deal out of it.
That was in November when we had a 150 percent increase. I
didn’t say anything to him then, but I guess my question is when is
it going to be a big deal, is it going to take another 100 or 200 per-
cent issue. We have the laws on the books to correct these issues.
There is a thing as duties, we have asked for that and the Com-
merce Department needs to rule whether Canada is actually subsi-
dizing Canadian producers.

I know that Senator Dole has asked for a real timely and imme-
diate response from the Commerce Department, I would hope and
recommend that you join up with the other Senstozs in asking for
this timely thing and let’s get on with it. If it is a problem, let’s put
the duties on and if the Canadian fermers are the same as we are,
then we will compete with them, but that is one thing I thir - we
don’t need any more new laws, we just need to take care anu g0
down the ropes with the laws that we have.

One other problem I see coming in to our community is there is
a lot of money around. We all know that, and I think we can see
that when producers are getting told I will give you $8 a head or I
will give you 6, 7 cents a day if I can fill up your swine facility.
This farmer is probably down and out, can’'t get money from a
bank and Iv)et there are men around, those facilities will be filled,
that is probably free enterprise, but it bothers me a little bit. If the
average person cannot make a little profit in this farming commu-
nity, the structure of agriculture as we know it today is going to be
drastic, it will be totally different in the next several years. t is
a few things I would like to add. There are a lot of laws on the
books, ar.d I think we need to just use them. Thank you.

Senator ABpNoR. Thank you Leon, that was an excellent presen-
tation and I will do anything I can. I didn't know that Senator Dole
had put this little group together. He works through the Finance
Committee and I would bet that the original group that is working
on it are all from the Finance Committee, but they are going to
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have somebody from the Appropriations Committee to meet too.
This is one of the biggest obstacles we are having. All the problems
the farmers are having to put up with deal with this kind of situs-
tion. Hogs that get subsidized $5 or $6 are being shoved down in
this country—it is crazy. I don’t know how we let these things
happen, but we will do everything we can, and I will sure keep
working on it. The next witness is LeRoy Erickson. LeRoy? How
about Junior Meiers? From Avon? Lyle Eichacker.

STATEMENT OF LYLE EICHACKER

Mr. EicHackEr. If that is all I ever had done wrong, Senator
Abdnor, I would welcome it. The first tking I would like to com-
ment on is we have heard some nasty things said about FmHA and
I am a farm borrower, I don’t think all FmHA's are bad. I think a
lot of our personnel working for FmHA are trying to help the
farmers. I want to say that for one thing.

Second, I think what the farmer needs isa st of production for
his commodity. Simple as that. Give the farmer the cost of his pro-
duction and he will be able to survive. Third, I would like to bring
out a point that the dairyman over here had. We had a dairy pro-
gram that was initiated and it is going into its last entity, and the
dairy farmers have paid their own program plus the Government
has $1.6 million surplus off the program.

The farmers have paid in over that above what the Government
had to pay back to the farmers, basically because enough farmers
didn’t go into the program, but I mean the assessment of 50 cents a
$1 was in excess of what the dairy program was. I think if the
dairy situation is going to continue and they are going to lower the
support price by 50 cents or $1, let’s not throw it away, let’s put it
in some kind of a program where the dairy farmers can work a
program with themselves, a self-help program. I don’t know his
program, I have never seen it before, but I would go along with his
line of thought.

Another thing that is happening, is, and I, it goes back to FmHA,
when a farmer is going to lose his property, the Government takes
it over and this lending agency comes to our entity of government
which I am a county commissioner and asks us to abate the taxes
on this property. By law we have to abate the taxes. But yet the
Government turns around in instances that have happened in our
county and other counties around have rented this land out to
other farmers, but yet the Federal Government does not pay any
taxes back to the local entity of government. I think this is unfair,
I think the Federal Government, if they are going to rent the land
out should at least bear their share of the responsibility for +ho tax
load.

Senator ABDNOR. In some places they do, you mean land—what
kind of land is it?

Mr. EicHACKER. This is land taken over through FmHA loans
where the Government has taken over the land, [ am not talking
Federal lands for wildlife, Senator Abdnor, 1 am talking about
farms the Federal Government has taken over.

Senator ABDNOR. Is there quite a bit of that?
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Mr. EiCHACKER. At the present time we have less than 700 acres
in our county, but in talking to borrowers that have had FmHA
loans they are saying I am going to try to get out from under this
thing and I am going to walk away from it.

Senator ABpNOR. This has been on my mind, and I have vis:ted
with a few people about it. We hepe and pray that that doesn’t
happen, but if it does happen anc 1t could happen, we have to be
very careful that the land is not allowed to even be sold for 2 years.
It will wreck land prices for other people all over this country like
we have never seen. We have a plunging of land 1 .ices now, but if
these guys take the land and peddle it off for any price, then other
people’s land will go down ard that 